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| AN ADIRONDACK view | 








The Little Isn’t Simple—only some- 
times. Small professional offices—lawyers, 
acountants, engineers—usually take care of 
the small clients. They are not large enough 
in manpower to care for the big clients. But 
big boys have no monopoly on problems that 
are not for instance, here is an 
actual “little” tax return for 1955: 





1. Dividend income—and its $50 exclusion 
and 4% tax credit. 


2. Interest income—“you can get the 


amount at the bank.” 


3. Investment sales—a called bond and a 
stock sold, at losses; own residence sold on 
June 15th, ground floor used for offices for 
many years, own apartment rented when in 
Florida during winters; bought in 1913. Also 
house furnishings bought 1913 to date, sold 
with the house! 


4. Annuity income—some from annuities 
bought from different life insurance com- 
panies, and some from an employee’s pension 
fund, partly paid for by the employer (part- 
time). 


5. Rent income—from offices in residence 
until June 15th, and own apartment to May 
20th; with expenses adjusted for prorated 
taxes and insurance at date of sale. 


6. Partnership and trust income—none, 


thanks be. 


7. Retirement income—yes, and the tax 


credit to figure. 

8. Deductions—plenty, in all but child care 
and casualty losses, and including dues to 
professional societies (and no professional 
income). 

A small return? Yes, a net total tax of 
$600. Simple? Give me a million-dollar cor- 
poration tax return every time. 

‘Well, most of you who read have these 
“little” returns, too. Good luck to you, you 
need it—these are the ones who are apt to 
think that a decent fee is rob-bor-ee! 


LronARD HouGHtTon 
“Adirondack Chapter, 
Saranac Lake Branch” 
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AVAILABLE NOW: The New Federal Tax form No. 2210 
“STATEMENT RELATING TO UNDERPAYMENT OF ESTIMATED 
INCOME TAX BY INDIVIDUALS” (TO BE FILED WITH FORM 1040) 


as a TRANSLUCENT Tax form 


rs Oster 


ORPORATION 


FOR CLEAREST COPIES 
TRANSLUCENT TAX MATERIAL 


FEDERAL and State Translucent Tax originals—Columnar 
work sheets of unique design—schedule forms. 





TAX forms available in four different styles. Folders— 
Collated sets—Single sheets—Flat sheets. 


FINEST Two Sided printing on original makes unsurpassed 
copy prints—Superior translucent paper. 


EXTRA! Up-to-the-minute information on _ the latest 
rulings. 


Call or write for information and our new booklet 


“1955 AUTHORIZED PROCEDURES” 


ers | ee betca 


ORPORATION 
PUBLISHERS AND PRINTERS 


64 West 23rd Street, New York 10, N.Y. 





Cypress is happy to announce the most important contribu- 
tion to record-entry efficiency in the past 20 years. Now, 
available for the first time ... Cypress NO-GLARE trans- 
lucent columnar work sheets printed on cool eye-soothing 
green tinted parchment paper that absorbs glaring bounce- 
back light rays. Reduces eye strain and fatigue by 87%. 
Samples available on request. 


All columnar rulings available on the new NO-GLARE 
translucent green or the popular white translucent. 


Authorized Translucent Federal and State Tax Forms 
Schedules e Work Sheets 
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Report Writing for Accountants 
3y Jennie M. Palen, C.P.A. PRENTICE- 
Hatt, Inc, New York, N. Y., 1955. 
Pages: xii os 602; $9.25. 


This is a book that every practicing ac- 
countant would appreciate having within 
reach when he is planning or working on a 
report, whether it be short-form, long-form 
or one required for some special purpose. 
It is thorough, clear, precise and interesting 
and contains the fruits of the author’s more 
than twenty years of report preparation and 
review experience with one of the largest 
international firms of certified public ac- 
countants. 

The book is above all practical. It is in- 
tended to be put to use. Throughout, the gen- 
eral plan is to set down first the independent 
auditor’s responsibilities — what should be 
done in the light of the applicable princi- 
ples of accounting or standards of auditing 
or reporting—and then to follow with ex- 
plicit and numerous how to do it illustra- 
tions. 

The volume has two major divisions. The 
first, comprising roughly half its six hundred 
pages is devoted to the preparation of finan- 
cial statements and would be of value to 
accountants, public or private, engaged in 
such work and students generally. In addi- 
tion to the thorough item by item treatment 
of the balance sheet and income and surplus 
statements, there are two chapters on con- 
solidated statements and a chapter in which 
a variety of special purpose statements are 
taken up, such as statements of source and 
application of funds, cash receipts and dis- 
bursements, realization and liquidation, sta- 
tistical summaries of various kinds and a 
concluding section on graphic presentations. 

The second portion of the book deals ex- 
haustively with problems that are of interest 
primarily to the public accountant and those 
preparing to enter the profession. Seven 
chapters are devoted to the short and long- 
form reports, one to special reports, four 
more to the technique of writing the com- 
ments to the long-form report and a final 
chapter on review, typing, assembly and 
other office activities connected with the 
report. 

The chapters on miscellaneous statements 
and special reports are of great value, par- 
ticularly to the small practitioner, because 
they cover a variety of matters which may 
be outside the usual scope of his practice. 
For example the latter chapter is taken up 
with reporting on such matters as defalca- 
tions, common trust funds, income available 
for specific purposes, and amounts due under 


agreements relating to such things as royal- 
ties, rentals based on sales, and pensions, 
bonuses and profit sharing. Also considered 
elsewhere in the book are the problems pre- 
sented by interim reports, cash basis report- 
ing, pro-forma statements and the require- 
ments of charitable, institutional and munici- 
pal organizations. 

The section dealing with the technique of 
writing the comments is as far as this writer 
is concerned, unique. It is designed to help 
accountants with sentence structure, gram- 
mar, choice of language and punctuation. 
It should be emphasized that the author is 
not interested in grammatical correctness 
alone. The goal is to show how clarity, 
vigor, smoothness and interest as well can 
be attained in accounting reports. Through- 
out, and it is this that makes it so valuable 
to accountants, the discussion is entirely in 
terms of the materials and problems with 
which accountants deal. Here are examples 
aplenty of poor writing taken from account- 
ants’ reports and writings, each followed by 
suggestions for improving the presentation 
of the thought. Here are found ways of 
getting around such overworked terms as 
“set forth”, “indicate”, “this item”, avoiding 
excessive use of “we” or “I” when describ- 
ing the work done, and eliminating stereo- 
typed phrases and inflated writing. And 
always, as the discussion moves forward, the 
strength and freshness of the author’s own 
style and thinking are themselves an ever 
present stimulus to good writing. Witness 
for example this final sentence in Chapter 
twenty-two. “A closing paragraph need not 
be used except for the purpose of saying 
something that needs to be said.” 

To the practicing accountant this book 
offers a wealth of specialized knowledge 
that it would take years of the most diversi- 
fied experience to acquire. Not, only will 
it help make report writing easier but its 
breadth afd thoroughness will suggest ideas 
for increasing the scope, value and interest 
of his reports. 

This book would be excellent as a text 
for use in an accounting report writing 
course and as a companion to any text that 
might be used in accounting theory and 
auditing courses. 

It well deserves to find its way into the 
hands of every accounting student and prac- 
ticing accountant. 


RicHarp M. MatTTHEws 


Pace College 
New York, N. Y. 


(Continued on page 144) 


142 When writing to advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. March 








1956 











1956 


1955 FEDERAL-STATE 
TAX RETURNS 


available as: 


® INDIVIDUAL PAGES 
° FOLDERS 

® COLLATED SETS 

® FLATS 








Me 76 W. ais 


Look above and see how you can get 
Cleaner, sharper copies from your direct 
copying machine. 


The revolutionary new Transface translucent 
master form is printed both sides for 
maximum opacity of image and quality 
reproduction. That’s the big difference 
between Transface originals and ordinary 
master sheets. 


See for yourself what a difference it makes 
in your results. Try Transface, the best 
original on the market. 


Phone or write us and we'll be glad to send 
you samples to try on your own machine. 
No obligation of course. 


% White Printing—Ozalid, Bruning 


and other direct copying machines 


translucent ANALYSIS PADS 
with reproducible and non-reproducible rules 


CUSTOM DESIGNED FORMS 
for every office use 
FEDERAL and STATE TAX FORMS 


FACE 


TRANSFACE PROCESS COMPANY 


333 Hudson St., New York 13, WAtkins 4-5985 


Transface Pacific 
48 2nd St., San Francisco 5, Calif. 


dealers throughout the United States 
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Jutius N. MESHBERG Epwarp W. GINSBURG 
SIDNEY W. DorRMAN SEYMouR I. LEBOWITZ 


Members of Association Commercial Discount Companies, Inc. 
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CERTIFIED 
INSURANCE AUDITS 


The proper way to confirm the 
adequacy, economy and efficiency 
of business insurance programs 
and procedures. Personal service 
by a recognized expert. 


JEROME S. MILLER & CO. 
116 John Street New York 38 
BArclay 7-2572 
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ALEXANDER SERVICE 
AGENCY 


Specialists in Job Analysis 
For Accounting Personnel 


Alexander Pinter, Jr. 
Certified Public Accountant 


122 E. 42 ST., NEW YORK, N. Y. 
MUrray Hill 7-7815 
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Book Reviews 


(Continued from page 142) 


a of Insurance Companies, 
. 7—Index 
busine under the direction of Adelbert 
G. Straub, Jr., New York Stave Insur. 
ANCE DEPARTMENT, 61 Broadway, New 
York 6, N. Y., 1955. Pages: ix + 991; 
$15.00. 


This one-thousand-page volume provides a 
complete and exhaustively cross-referenced 
index to the wealth of factual, descriptive, 
and explanatory material contained in the 
other six volumes of Examination of Insw- 
ance Companies. It is a succinct, clear, and 
meaningful presentation, in topical outline 
of every subject discussed in this mom- 
mental work on the business of insurance 
and its supervision. By itself, in fact, the 
Index will serve adequately as a_ practical 
reference in the consideration of any subject, 
should the volume in which it is fully treated 
not be readily available. 


The structural arrangement of the Index 
is designed for maximum facility and con- 
venience of reference. Users will quickly 
recognize the wide focus, the varied per- 
spective and multiplicity of aspects determin- 
ing its topical organization. 

Consolidated alphabetic listings of chapters 
and of contributing authors facilitate refer- 
ence to a particular author’s treatment or to 
a comprehensive presentation of a given 
subject. 

A Topical Index, consisting of 740 pages, 
enables users to locate various discussions 
on specific topics, phases, or aspects of any 
subject in the different volumes. 

Immediately preceding this main topical 
index are two convenient special listings: a 
consolidated alphabetical arrangement, by 
captions and subject cross references, of 
every illustration used in the six volumes; 
and a_ bibliograpliy including all _ books, 
manuals, periodicals, trade papers and re- 
ports cited as source materials. University 
teachers, students, and research workers will 
find these of special practical value. 

Everyone interested in legal aspects of the 
insurance business will welcome the Statutory 
References section. Beginning on page %3 
and continuing through page 954, there isa 
numerical listing of Articles, Sections and 
Subsections of the New York State Ir- 
surance Law annotated by subjects dis 
cussed. This supplements and complements 
pages 437 to 478 of the Topical Index of 
every discussion of and reference to the 
Insurance Law in the various volumes. 

Company executives, actuaries, ageills 
brokers, adjusters, attorneys, accountanls 
examiners, and other users will find partici 
larly helpful the special listings, substantively 


(Continued on page 146) 
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Chicago + New York « St. Louis » Newark « Cleveland 


Time for 


a FRESH 
Approach? 











If your clients are worried about 
rising clerical costs, increasing 
competition and manpower short- 
ages, it may be time for a fresh 
approach. That’s when you can 
count on STATISTICAL for help. 
For those who have their own tabulating department, sTATISTI- 
CAL makes available the experience and facilities of this oldest and 
largest independent punched-card tabulating service bureau—to 
supplement your clients’ staff and equipment. Often just an 


“outside’”’ slant can prove invaluable, or the problem may be - 


answered by the latest mechanical equipment maintained here. 
On the other hand, if your clients are not using automatic 
methods now, STATISTICAL service can make the latest tabulating 
techniques available without increasing clients’ overhead. (If they 
are planning to install tabulating equipment, we’ll be glad to 

help you show them how.) 
Our methods engineers are ready to work with you in providing 
the service required. Just phone or write us today. 


=f? 





TABULATING 


TABULATING COMPANY CALCULATING 


Established 1933 + Michael R. Notaro, President 
TYPING 


53 W. Jackson Bivd., HArrison 7-4500 
TEMPORARY 


When writing te advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. 








OFFICE PERSONNEL 


145 














AUTOMATION 


Learn To Apply 
Electronic Computers 
in Business 





The Age of Electronics is here! Electronic 
Computers are processing more and more 
accounting functions every day. New audit- 
ing techniques must be developed. Are 
you prepared to gain from the opportunities 
offered by this new tool? 

BUSINESS ELECTRONICS can prepare 
you. Send today for information describing 
the ONLY correspondence course on “Pro- 
gramming For Business Computers”. No 
obligation. BE’s workshop method gives 
you practical experience in programming 
business problems such as Payrolls, Accounts 


Receivable, Inventory Control, etc. Write 
TODAY. 
BUSINESS ELECTRONICS INC. 


Programming Section 


Box 3330 Rincon Annex, 
San Francisco, California 
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299 MADISON AVE.,,.NEW YORK 17 
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annotated, of Departmental Circular Letters 
and Regulations, of New York State Laws 
other than Insurance, and of Federal Laws 
whose pertinence to the insurance business is 
discussed in the preceding six volumes. 

Of special value to lawyers and students 
is the consolidated alphabetic table of cases 
(by both plaintiff-defendant and defendant- 
plaintiff) giving citations and annotations, 
Subentries under plaintiff-defendant indicate 
the subject under discussion in connection 
with the ruling or decision quoted in the 
textbooks. 

Simplicity of format and _ typographical 
style make for the greatest possible ease of 
reference and readability. 


Accounting Trends and Techniques in 
Published Corporate Annual Reports 
(Ninth Edition, 1955) 


Ninth Annual Survey of Corporate Annual 
Reports by the Research Department of 
THE AMERICAN INSTITUTE OF ACCOUNT- 
Ants, New York, N. Y., 1955. Pages: 266; 
$15.00. 


The ninth (1955) edition of this invaluable 
perennial incorporates the results of a study 
of the accounting aspects of the annual finan- 
cial reports issued by 600 industrial and com- 
mercial corporations engaged in 41 varied 
industries. The financial statements of these 
600 companies were accompanied by opinions 
from 73 firms of certified public accountants, 
and covered fiscal years ending between May 
1, 1954, and April 30, 1955. This current 
survey, which was conducted by Mrs. Helen 
T. Farbat, C.P.A., M.B.A., a member of the 
research stafi of the American Institute of 
Accountants, represents a continuation of the 
long-range program for the analysis of 
annual corporate reports, initiated by the 
Institute’s Council in 1946 

In addition to analyzing and demonstrat- 
ing current practices by means of more than 
1,500 examples quoted from the _ reports 
studied, the work discloses significant trends 
since 1946 through the use of over 100 com- 
parative tables. These include a marked 
growing tendency to present financial in- 
formation on a comparative basis, as well as 
to use the modern terminology such as i- 
come statement, retained earnings, and stock- 
holders’ equity. 

This book: is an excellent how-to-do-it 
reference manual for both the busy prac- 
titioner and the serious’ student. 
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Major Medical 
EXPENSE INSURANCE 











¢ Now available at favorable rates to eligible members of the New York 
State Society of Certified Public Accountants. 


e Dependents of members insured for Hospital and Surgical benefits 
may also be included for the Major Medical Expense feature. 


e Brochures describing the many outstanding features of the N. Y. 
Society’s official Group Accident & Sickness insurance Plan available 
on request from 


HERBERT L. JAMISON & CO. 


Brokers for Society’s Group Insurance Plan 
270 MADISON AVENUE, NEW YORK 16 © Murray HILt 9-1104 









Do you know that unless Rent Security Is held In Trust it Is 
immediately subject to return to the Tenant? 
(N.Y. Law Journal, 1/15/54, Sommers vs. Timely Toys, Inc.) 





Do you know that now all Rent Security Funds of one Owner or Agent may be 
held In a single NINTH FEDERAL TRUST ACCOUNT, with the interest of each of his 
Tenants Insured to $10,000, by the Federal Savings & Loan Insurance Corporation? 


Come In, 

Call New Account 

Dept, or Write. Do you know that a NINTH FEDERAL CORPORATION SAVINGS TRUST 
Vh% ACCOUNT provides immediate availability, safety, legal compliance, and good 


owner-tenant relations? 


Current Dividend 
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Hours: 9 to 35 
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Directed by a C.P.A. 


The 
Aceountants 


& Auditors 
Agency 


15 East 40th Street 
New York 17, N. Y. 
MUrray Hill 3-0290 


The 

Employment Agency 
Exclusively for 
Accounting 


Personnel 


Certified Public Accountants 
Senior Accountants 
Junior Accountants 
Supervising Seniors 
Cost Accountants 
Internal Auditors 
Payroll Auditors 
Accounting Clerks 
Tax Accountants 
Budget Directors 
Field Auditors 
Systems Men 
Controllers 
Treasurers 








BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 


Situations Wanted: 


20¢ a word, minimum $5.00, 

10¢ a word, minimum $2,00, 

Business Opportunities: 15¢ a word, minimum $3.00, 
Box number, if used, counts as three words, 


Closing Date—15th of month preceding date of 
publication. 





HELP WANTED 


Growing, progressive CPA. firm seeks top- 
grade senior capable of field supervision and 
unassisted client contact. Must be of poten- 
tial partnership caliber. Would staff per- 
sonal practice, if any. Textile experience 
helpful. Replies held in strict confidence, 
30x 952, New York C.P.A. 


BUSINESS OPPORTUNITIES __ 


Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month, Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 


Attention Mr. Accountant 

Save Time, Money and Energy! 
TAX RETURNS REPRODUCED in 
Form Acceptable by Federal and State. 
REPORTS TYPED Accurately and At- 
tractively! Thoroughly checked. LILLIAN 
SAPADIN, 501 Fifth Avenue, MUrray 
Hill 2-5346. 
CPA — ATTORNEY, over 40, member 
partner of a medium sized CPA firm— 
seeks change. Particularly anxious to make 
proper connection with CPA firm or CPA- 
Attorney wherein ability and background of 
writer can be fully utilized. Agreeable to 
travel or change of location. Will invest 
cash and contribute own accounts for part- 
nership interest or other type of association. 
Box 951, New York CPA. 

INVESTMENT INFORMATION 


JUSTIN JACOBS 
Digby 4-7140 























Accountants 
Controllers 


; (Continued on page 149) 
5 _ Office Managers 
Bookkeepers 


P...... ° 
A 509 Fifth Avenue 
gency 





New York 17, N. Y. 
MUrray Hill 7-3250 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


(Continued from page 148) 


ce Aili! i yy can help 
SITUATIONS WANTED 
5 Depen 
Work At Home ; t 
enon own machine. Diversified : Hard- ice) -ge 
experience with C.P.A., specializing inven- 


tories. Will pick up, deliver. Lillian Young, 
NA 8-8884. 


NEED HELP? 


dable 








C.P.A., age 40, 20 years public experience 
in all phases of accounting, with emphasis 
on institutions, nonprofits, fund raising, 
hospitals, investments, funds, real estate. 
Seeking part-time or per diem work. Box 
953, New York C.P.A. 










Wm. Schnuer, BBA, MBA 
Licensee 


FIFTEEN YEARS 


of 
DEPENDABLE 
SERVICE 


ACCOUNTANTS 


and 


THEIR CLIENTS 


¢ COMPTROLLERS ¢ BOOKKEEPERS 
© OFFICE MANAGERS Full Charge 





Comptroller—Accounting Executive 
Society member, Law Degree, presently 
employed, seeks change. Many years diver- 
sified experience, public and private. All 
phases internal control, credits, collections, 
taxes. $9-$10,000. Box 954, New York 
C.P.A. 





Wanted At Home 
Bookkeeper—all phases, comptometer op- 
erator, typist, top references. Box 955, New 
York C.P.A. 





Statistical typist, secretary, 10 years C.P.A. 
experience: Part-time, two or three full 
days, or five half days. Hempstead area. 
Box 956, New York C.P.A. 


BritIsH CHARTERED ACCOUNTANT (27) 





seeks temporary employment June/Septem- ¢ ACCOUNTANTS Assistants 

ber 1956 with CPAs during freelance C.P.A.'s SECRETARIES 
U.S.A. visit. Object: insight into Ameri- Seniors, Semi-Srs. © STENOGRAPHERS 
can techniques. Offers also welcomed for Juniors e TYPISTS 
journalism and lecturing, professional topics. e EXECUTIVES e CLERKS 









Wide experience, all fields. Box 957, New 
York C.P.A. 
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Do you have clients who could use more 


FLEXIBLE BANK snag 


The flow of cash in many businesses varies 
according to marketing seasons, and with the 
inventory needs of the companies. Working 


capital can be tied up unnecessarily in many ff nl thy »: 
instances. If you, as an accountant and adviser Wy ih Hin) mi 
to your clients, wish to help free the cash in their niin 
operations, why not call on us? tga Tid REUEAPiny 


Our Accounts Receivable Department, headed 
by Mr. Henry Dengel, is located at our West 
Hempstead Office, 60 Hempstead Avenue, West 


Hempstead, Long Island, the telephone number Senmenae auinnea 
is [Vanhoe. 1-9000. WEST HEMPSTEAD 


The right way to benefit your clients 


ACCOUNTS RECEIVABLE FINANCING 
and 


INVENTORY LOANS 


the 
MAE A DOW /BROOK 





nationctl bank 





West Hempstead Office 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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The Human Factor in Automation 


N THIs breathtaking age of super- 
cakes and nucleonics we have to 
be alert lest in our emphasis on auto- 
mation and built-in controls we relegate 
to a position of secondary importance, 
the individuals, who, in the last analy- 
sis, have to provide the essential 
mental ingredients. 

The same is true in our Society. 
We, too, have our mechanisms and 
built-in controls. They cannot be more 
effective, however, than those who feed 
in the ideas and programming. The 
product still depends primarily on our 
eight thousand-odd members and what 
they contribute individually and _ col- 
lectively to the operation. 

The main mechanism consists of 
your officers, your committee structure 
and your permanent staff. We have 
made conscious effort for years past 
not only to keep that mechanism in 
good working order, but also to see 
that, despite an unparalled trend to- 
ward obsolescence, it is abreast of and 
not trailing current techniques. 


Our built-in controls have to be 
watched constantly and critically. One 
of the most important is obviously the 
new membership indicator. Applica- 
tions at 11% since the first of our 
fiscal year would seem to indicate that 
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the Society’s stated objectives meet the 
wishes of CPAs in this State. An 
equally sensitive indicator is the record 
of terminations and resignations. A 
figure of less than 1% in the same 
period (despite a small increase in the 
basic dues rate) would seem to indicate 
there is good relationship between 
promised and actual program. 


We might set the controls and rest 
at that point. However, we are a pro- 
fession. We shall probably remain so 
only to the extent that we regard a 
stabilized present as a springboard to 
a progressive future. This is where the 
mental ingredient comes in. Eight 
thousand well trained minds are ob- 
viously better than a handful. I hope 
that you will all regard it as part of 
your obligation to let the Board know 
through me of anything we can do to 
improve our current operation, or even 
more importantly, to plan for what 
should be an expanding future. I be- 
lieve that the course and character of 
our profession will depend largely 
on your cooperation in this regard 
and on your collective imagination and 
enthusiasm. 


Harorp R. CaFFyN, 
President 
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A Two-Day Initial Training Program 
in a Medium-Sized Firm 


A Case Study 


By Corin Park, C.P.A. 


Is an internal training program a frill that only the large national 
firms can have? Here is a case study of how one medium-sized firm 
went about setting up a two-day training session, and how the firm 
plans to obtain the benefits in improved technical performance and 
organizational cohesiveness. Given careful advance planning and 
thoughtful designing of internal training to fit its specific needs 
and character, real benefits can accrue to the smaller firm. 


IAT organization spirit or cohesive- 

ness which is so essential to effective 
group performance is especially diffi- 
cult to obtain in professional firms. 
Often in the practice of public ac- 
countancy, for example, small working 
teams of two to five men are in the 
field for extensive periods of time. 
Their contact with other staff members 
and the partners typically is infre- 
quent. As a result, the policies and 
performance standards are more diffi- 
cult to inculcate than is the case with 
physically close-working concerns. 
The individual staffer often feels a 
stronger attachment to his field super- 
visor than to the firm. 

Great dependence, therefore, is 
placed on the supervisor to maintain 
standards. Yet the supervisor’s islo- 
lation may be almost as great as that 
of his field co-workers. The problem, 
then, is one of communicating knowl- 
edge of firm practices and enhancing 
the ability of each man to identify 
himself with the whole organization 
without losing the esprit de corps of 
the field team. 

This is a problem affecting firms of 
all sizes. But the bigger ones, espe- 





CoLt1in Park, Ph.D., C.P.A. is 
a member of the faculty of The 
University of Buffalo, and is a 
member of our Society. 
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cially those with fairly large offices, 
have been better able to afford special- 
ized training effort and the scheduling 
of training time as one means of com- 
bating this problem. Internal train- 
ing programs on a worthwhile scale 
have been thought by many to be too 
disruptive for medium-sized and small 
firms. However, managing partners 
of less-than-large firms faced with 
such a need can develop cohesiveness 
and better performance in their firms 
by this technique. 


Importance of Planning 


It is particularly important to plan 
carefully what is called here, an Initial 
Training Program. This is necessary 
in order to overcome the skepticism of 
firm members who are “from Mis- 
souri”, and to set a good pace for fu- 
ture programs. For the small or 
medium-sized firm that has no full- 
time personnel manager or office man- 
ager, thoughtful planning necessitates 
(1) designating a partner or senior 
who has the qualifications and who 
will give to the program preparation 
all the time it entails, or (2) obtaining 
someone outside the firm to coordinate 
the program. 

Since familiarity with firm policies 
and knowledge of its organization and 
technical needs are prerequisites for 
setting training-program objectives, 
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A Two-Day Initial Training Program in a Medium-Sized Firm 


the first alternative appears preferable. 
Alternative 2 will be desirable, how- 
ever, when the necessary time cannot 
be given by a qualified, regular mem- 
ber of the firm. 


Case Study 


The case study that follows is based 
upon an actual internal training pro- 
gram carried out by a medium-sized 
firm. The two-day program was the 
first of its kind ever attempted by this 
firm. 

August 1: Thomas Fraser, John 
I'redericks, and Lawrence Lennox are 
Certified Public Accountants, and 
practice in partnership (in a city of 
500,000) as Fraser, Fredericks & Co. 
In a meeting today, they discussed 
staff requirements for the forthcoming 
winter season. 

Approximately 40 per cent of the 
firm’s clients are on a fiscal-year basis. 
Interim audit work is performed for 
more than 80 per cent of all clients. 
Systems installations and consultation 
on special management problems round 
out the firm’s services, so that Fraser, 
Fredericks & Co. have no appreciably 
“light” periods during the year. How- 
ever, December 31 closings and the 
tax impact in March and April may 
result in heavier work loads in the 
winter months. 

The partners agreed that the work 
to be done in the next twelve nronths 
would be greater than had been antici- 
pated previously. Three juniors, all 
current college graduates, had been 
employed in June. Both Mr. Fred- 
ericks and Mr, Lennox recommended 
that one or two additional men should 
be engaged. But Mr. Fraser said that 
the firm should not count on getting 
qualified juniors at this time since “the 
best of last June’s graduates already 
are employed.” 

Mr. Fraser proposed instead that 
the firm establish a broad training pro- 
gram to “increase overall productivity 
[he emphasized this] by (1) develop- 
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ing stronger organizational feeling and 
(2) increasing technical competence 
and the dovetailing of everyone’s 
work.” He said he felt that by ex- 
ploiting the possibilities in planned 
training, the present organization could 
handle the work of the next twelve 
months competently. 

The composition of the firm at this 
time was as follows: 


PRO i cae sie 3 
Supervising seniors ....... 6 
SOONER: ss caw ecaees eine te 6 
rrr Kenveqltes 10 

Report department, book- 
keeper, and receptionist... 5 
30 


Previously, the firm had held eve- 
ning or Saturday morning meetings 
to study tax accounting. But these 
were impromptu and were held be- 
latedly after the “heat was on.” 
There had never been more than 
two or three of these meetings a 
year. The results obtained from the 
tax meetings were sufficiently grati- 
fying, however, to make the partners 
feel that a planned training program 
of broader scope could have real bene- 
fits. Hence, after discussion, Messrs. 
Fredericks and Lennox agreed with 
Mr. Fraser on the undertaking of his 
training plan, the tryout phase of 
which was as follows: 

1. Two-Day Initial Training Pro- 

gram 

a. To be held on Monday and 
Tuesday, September 12 and 
13. 

b. Supervising senior Robert 
Inglis to be program coordi- 
nator. Discussion leaders to 
be the partners and seniors. 

c. Subject matter to be very 
broad so that it would serve 
as background for future spe- 
cialized sessions. 

d. All members of the organiza- 
tion to attend except the typ- 
ists and switchboard operator 
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who would maintain minimal 
reception and communications 
services. To the fullest ex- 
tent possible, all client ser- 
vices to be suspended for the 
two days of the program in 
order to obtain participation 
of “the entire firm.” 


2. Proposed Subsequent Meetings 


a. Firm dinner and group at- 
tendance at Business Show, 
Thursday evening, October 6. 


b. Discussion of systems and 
other management services, 
Thursday evening, October 
20. 

c. Audit practice discussions on 
Saturday mornings, Novem- 
ber 5 and 19. 

d. Tax accounting discussions 
on Saturday mornings, De- 


cember 3, 10, and 17. 





A Two-Day Initial Training Program in a Medium-Sized Firm 


Mr. Fraser immediately advised 
Robert Inglis that he was to be coordi- 
nator for the Initial Training Program, 
explained its objectives and general 
format, and asked Inglis to prepare 
his recommendations for a detailed 
schedule. 


August 7: Robert Inglis presented 
his recommendations to Mr. Fraser 
for the activities in the September 12- 
13 Initial Training Program. Inglis 
had spoken in a preliminary way with 
each of the participating partners and 
seniors and had tried to fit the topics 
to their interests and abilities. His 
approach was first to find out what 
these men felt ought to be included 
in the program, and these topics co- 
incided with individual specialties in 
several cases. Mr. Fraser was pleased 
with most of Inglis’ ideas, and made a 
few revisions after which the sched- 
ule appeared as follows (see further 
explanations below schedule) : 


Monday, September 12: 


Introduction: Purposes of the Program. Lawrence Lennox. 


Organizing Your Work Papers—Immediate Needs and Follow 


In the Client’s Office: Human Approaches to Human Beings. 
Pros and Cons of “Putting the Client to Work.” Ernest Turton, 


Seminar: Applied Imagination in Devising Audit Procedures. 


Thé CPA Exam—Medieval Torture or Square Deal? Robert 


8 :45- 9:00 
9:00- 9:15 Your Investment in Yourself. John Fredericks. 
9:15-10:25 Getting the Meat: Astute Account Analysis. Harold Stanton. 
10:25-10:45 Coffee break. 
10 :45-12 :00 
Through. Joseph Carrone. 
12:00- 1:00 Lunch. 
1:00- 2:15 
William O’Connor. 
2:15- 3:10 
3:10- 3:30 Coke break. 
3 :30- 4:45 
Harry Johns, Chester Crispin, William Bart. 
4:45- 5:00 I’m No Crystal Gazer! Mary Jackson. 
6:00 Dinner, The Athletic Club. 
7:00 Some Thoughts on Our Future. Thomas Fraser. 
Tuesday, September 13: 
8:45- 9:15 
Inglis. 
9:15-10:15 Working Together—The Audit Team. Paul Johnson. 
10:15-10:35 Coffee Break. 
10:35-11:00 Help Wanted! Robert Hoffman. 
11:00-12:00 Exhibit “A”: The Basic Document. Joseph Carrone. 
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A Two-Day Initial Training Program in a Medium-Sized Firm 


Generating New Business—Bird in Hand. Stanley Harper. 


Seminar: Audit Notes that Contribute to Better Reports. Ches- 


12:00- 1:00 Lunch. 
1:00- 1:45 Tax Tabulations; Tie-in Tips. Hugh Colton. 
1:45- 2:15 Helping the Taxpayer. AIA film. 
2:15- 3:10 
3:10- 3:30 Coke Break. 
3 :30- 4:45 
ter Crispin, William Bart. 
4:45- 5:00 Critique. John Fredericks. 


Inglis explained that in selecting ti- 
tles he had tried for some “sparkle” 
to heighten interest. He pointed out 
the more obscure of these titles: 

Mary Jackson’s talk (4:45-5:00, 
Monday) would be on clearer, detailed 
time reports as bases for more-inform- 
ative billings. 

Robert Hoffman, report department 
head, would talk (10:35-11:00, Tues- 
day) on improved copy for typing, 
cross-checking, format, etc. 

Hugh Colton’s talk (1:00-1:45, 
Tuesday) would be devoted to methods 
of improving the collection of figures 
during audits with a view to providing 
better information for tax returns. 

Stanley Harper’s discussion (2:15- 
3:10, Tuesday) would include cases in 
which, during audits, staff members 
have previously (and can again in the 
future) observed and reported sys- 
tems, organization, analysis, and other 
difficulties leading to greater services 
for clients. 


August 8: Robert Inglis sent -copies 
of the Initial Training Program to each 
of the speakers and discussion leaders 
together with this memorandum: 

“In drawing up plans for the Pro- 
gram, it has been impossible to discuss 
it extensively with everyone. There- 
fore, I hope you will tolerate that 
shortcoming if it applies. 

“However, I am anxious to work 
with everyone as closely as possible 
in the preparation phase. This can be 
accomplished in two ways: 

“You can call on me to help dig up 
reference material in your subject- 
area. 
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“We can work together personally 
on Wednesday, Thursday, or Friday, 
September 7, 8, 9, when I’ll be at the 
office. 

“Here are the rules of the game as 
they appear to me: 


1. The success of the Program de- 
pends upon the individual effort that 
goes into it. 

2. To give a successful talk, there 
must be careful advance preparation. 

3. Talk and seminar aids should be 
in the form of outlines. Please do not 
read a written, detailed paper. 

4. We must plan to stick to our 
schedule. This means that each pres- 
entation must have some built-in shrink 
and stretch. 


“In the attached outline, your part 
in the Program is indicated. You will 
find marginal notes that indicate some 
specific things that you may want to 
include in your presentation. If your 
review of the attached schedule brings 
to mind any improvements or errors, 
please let me know about them. 

“Let’s make this Program an asset 
to our firm in every respect! 


Rosert INGLis 
Program Coordinator” 


August 8—September 6: Intermit- 
tently, Inglis was called on to assist 
others and worked on his own talk. 
This consumed approximately one- 
fifth of his working time. 

September 7-9: These three days 
were entirely devoted to last minute 
preparations; picking up rented movy- 
ing-picture projector, preparing visual 
aids, checking talk outlines (especially 
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to eliminate undesirable overlapping), 
etc. 

September 12-13: The Program op- 
erated fairly closely to its schedule, 
with the anticipated “shrink and 
stretch” mechanisms taking up the 
slack. Inevitably, there were some 
calls from clients who desired prompt 
answers to pressing questions. But 
most were satisfactorily handled dur- 
ing the intermissions in the Program. 

September 14: In discussing the 
two preceding days’ events, the part- 
ners expressed satisfaction with the 
operation of the Program. A collateral 
benefit, they observed, was the knowl- 
edge they now had of wide differences 
of opinion among the seniors as to the 
importance of certain audit procedures. 
Previously the firm had no standard 
audit procedure as such, other than a 
general adherence to the broad recom- 
mendations of the American Institute 
of Accountants, and the need for com- 
mon understanding on a number of 
techniques was evident. It was decided 
to air these divergences in the forth- 
coming audit-practice discussions and 
to take steps to develop and adopt 
practices having greater uniformity. 


Messrs. Fraser and Lennox ex- 
pressed their belief that the objective 
of trying to increase organization co- 
hesiveness had been realized. John 
I’redericks agreed, but said that clari- 
fication of the firm’s promotion and re- 
tirement policies and inclusion of the 
seniors in a profit-sharing plan were 
even more important in this connec- 
tion. Mr. Fredericks promised to pre- 
sent some detailed proposals on these 
points at the October partners’ meet- 
ing. 


e 


Summary 


Through the use of imagination, 
less-than-large firms can have the 
benefits of internal training programs. 
When carefully and seriously planned, 
these programs are likely to be bene- 
ficial. They can produce real gains in 
organization spirit and technical per- 
formance. A_ thoughtfully designed 


“tryout” program can serve as a basis 
for tailoring future discussions to a 
firm’s particular needs. Foregoing the 
possible plus factors of such programs 
may be a crucial error in a profession 
in which you have to be good just to 
be competitive. 
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Your Income Tax After the Storm 
By Frep T. NEeEty, C.P.A. 


The amount of a man’s income tax 
liability is often affected by the be- 
haviour of the wind. When soft 
breezes caress the orchards, red apples 
ripen for September baskets. But 
when an unseen Niagara whips the 
hills and cascades through the valleys, 
the life of the trees may be crushed out 
by the fierce fingers of the storm. 


In arriving at the value of an apple 
tree, some Tax Court judges may have 
nostalgic memories of buzzing bees 
among the fragrant pink and white 
blossoms. Back in 1944 a hurricane 
struck the residential property of Carl 
A. Hasslacher of Scarsdale, New York. 
A row of old apple trees framed the 
landscape in front of the house. The 
storm destroyed the two largest trees 
and damaged other trees and shrub- 
bery. A storm loss of $1,300 was al- 
lowed in arriving at Hasslacher’s in- 
come for the year of the storm.’ 





rep T. NEELy, C.P.A. (Miss.), 
is a past President of the Missis- 
sippi Society of CPAs, the present 
Chairman of the Mississippi State 
Board of Public Accountancy, and 
a member of the Council of the 
American Institute of Accountants. 
Mr. Neely has conducted a quar- 
terly tax column for the Missis- 
sippi CPA since 1947, when publi- 
cation of this magazine was begun. 
He is currently a member of the 
Editorial Advisory Board of the 
Journal of Accountancy. 

Mr. Neely has been engaged in 
public practice as a Certified Public 
Accountant in Greenwood since 
1929, as senior partner in the firm 
bearing his name. 











19 TCM 314 (1950). 
27 TCM 724 (1948). 
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The drama of the elements is etched 
unforgettably in the Tax Court case 
of Mary Flagler Cary.2 This is the 
story of a hilltop and of the trees that 
lived there. Cannoo Hill, they called 
it, was set with a great grove of an- 
cient oak, maple, pine, hemlock, and 
ash. To the west, forty miles away, 
were the storied Catskill Mountains ; 
toward the sunrise were the Berk- 
shires ; and down below there stretched 
the gently rolling farm lands of Dutch- 
ess County. Here the trees lived—275 
of them—giving their summer shade 
and autumn color to Cannoo Hill. On 
the last day of Fall, 1938, the storm 
came. One hemlock out of seventeen 
withstood the storm, and only two 
trees over twenty inches survived. 

The Cary’s 1,670 fabulous acres, 
threaded by turnpike and trout stream, 
had cost $285,469 before the storm 
made its all-out attack on the hilltop. 
Taxpayers and Internal Revenue Serv- 
ice failed to agree on the amount of 
the loss sustained from the destruction 
of the trees. A real estate appraiser, a 
forest engineer, and a former Com- 
missioner of Parks in the State of 
New York testified that the property 
was damaged at least $30,000 by the 
storm. The casualty loss permitted as 
a deduction from income was fixed 
at that amount by the Tax Court. 


When a taxpayer claims an income 
tax deduction from a storm or other 
casualty loss, he must prove the loss 
to the satisfaction of Internal Rev- 
enue Service or the judge who resolves 
the dispute. William O. Lindley of Al- 
tadena, California, claimed a storm loss 
of $25,000 on his 1946 return. Hun- 
dreds of shrubs and flower bed plants, 
a profusion of rosebushes, camellias, 
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and hedge felt the rough touch of the 
storm. Eucalyptus trees, pine, acacia, 
cypress, and avocado—34 in all—were 
damaged or destroyed. The Tax Court 
allowed a loss of $7,500.8 

Storm damage may come quietly in 
the frosty winter night. The records 
of the Tax Court show that the weather 
in Ilorida turned cold on January 27, 
1940. By nine o'clock in the evening 
it was below freezing and remained 
there until eleven o’clock the next day, 
the temperature going as low as 
twenty-four degrees. On the beauti- 
fully landscaped estate of R. H. Mont- 
gomery at Coconut Grove, Florida, 
1,011 different species of tropical trees, 
palms, plants, shrubs, and vines felt the 
icy impact of the astounding weather. 
The superintendent of the estate pre- 
pared an estimate of the damage; 
and Colonel Montgomery a dis- 
tinguished tax writer and certified pub- 
lic accountant himself—claimed a loss 
of $13,500 on his income tax return. 
This deduction was later reviewed by 
the Tax Court, and he was allowed to 
reduce his income by this amount in 
the year of the freeze. The Court held 
that the property was worth that much 
less right after the freeze than it was 
immediately before.* 

Even hardy northern shrubs and 
trees may sometimes be wholesale vic- 
tims of the storm. The Tax Court de- 





cision in the Estate of Charles F.- 


Choate, Jr., of Southboro, Massachu- 
setts, tells the story of a stormy night 
of winter rain. On November 29, 
1921, the rain, hours-long, froze as it 
fell. All during the night trees were 
breaking under the thick ice. The 
judge’s opinion recited that the estate 
was worth in excess of $150,000 and 
that much of the value lay in the beauty 
and perfection of its ornamental trees 


and shrubbery. A reduction of $15,000 


311 TCM. 355 (1952). 
46 TCM 77 (1947). 

516 BTA 71 (1929). 
616 BTA 65 (1929). 


in the income of the taxpayer for the 
year of the storm was allowed.® 

The Tax Court decision in the case 
of Mary Cheney Davis of Dover, Mas- 
sachusetts, relates a classic story of 
this same storm. Freezing rain and 
sleet fell for three days and encrusted 
the orchards and formal gardens. Great 
trees of exceptional perfection and 
symmetrical beauty, ornamental trees, 
shrubs, and fruit trees felt the destruc- 
tive power of the high winds which left 
them broken, split, or uprooted. A 
loss of $30,000 was allowed in the 
computation of the taxpayer’s income: 
the estate was valued at $110,000 be- 
fore the storm and $80,000 after the 
storm had passed.® 


Losses due to storms must usually 
be claimed in the year of the storm. 
There are some exceptions to this rule. 
On the 11th day of November, 1940, 
a blizzard struck and injured a wind- 
break of Emory M. Nourse of Story 
County, lowa. The record of the U. S. 
District Court showed that the Fall 
had been unseasonably warm and that 
the sudden temperature drop occurred 
while the sap was still in many of the 
trees. The Court took judicial notice 
of the fact that several duck hunters 
lost their lives in this blizzard on 
islands in the Mississippi River. The 
1940 damage from the blizzard did not 
become apparent until the trees in the 
windbreak withered and died in the 
following year. The loss sustained 
was determined to be $2,500; and the 
Court in this case allowed the loss in 
1941, the year following the storm.’ 


A hurricane struck Oak Beach, 
Long Island, New York, in Septem- 
ber, 1944, with abnormally high tides 
and heavy rains. There, in 1946, 
Willard T. Burkett had to put new 
posts under his beach house at a cost 


7 Nourse v. Birmingham (D.C., S.D. Iowa) 73 Fed. Supp. 70 (1947). 
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of $1,503.70. The house had begun to 
twist and buckle that year, and the 
Tax Court concluded that this was a 
delayed loss due to the 1944 hurricane. 
A deduction of the repair cost was al- 
lowed in arriving at his 1946 income.® 

Storm losses are often small. Losses, 
large or small, that are reimbursed by 
the Red Cross or other relief agen- 
cies are not allowable as an income 
tax deduction. There must be an ac- 
tual economic loss. Recovery through 
insurance will eliminate the right of an 
income tax deduction. Replacement 
value is not the measure of the loss 
allowed where such value is more than 
cost or other basis. Sentiment attached 
to an object destroyed can not de- 
termine a loss above intrinsic value. 

Although losses, in most cases, can- 
not exceed the cost or other basis 
(which may be value at date received 
by gift or inheritance adjusted by de- 
preciation if business property) of 
the property damaged, the fair market 
value of the property at March 1, 
1913, is substituted for cost if the prop- 
erty were owned by taxpayer on or 
before that date. In an old Massachu- 
setts case, Sherman L. Whipple was 
allowed a reduction in his income of 
$10,000 because of damage to trees on 
the grounds around his residence.® 
Whipple had owned the property since 
1897, and some of the trees were more 
than a hundred years old. The trial 
judge noted that there is a great dif- 
ference between trees associated with 
a house to beautify its grounds and 
mere woodland. The value attributed 
to the lost beauty and distinction of 
the trees was based on an estimate by 
a competent forester and testimony 
by a real estate expert and an architect. 

While losses allowed from destruc- 
tion or damage to trees and plants may 
be allowed for more than their cost 





810 TCM 948 (1951). 

9Whipple v. U.S., (D.C. ,Mass.) 25 Fed. 
1012 TCM 275 (1953). 

115 TCM 546 (1946). 

123 TC 1 (1944). 


because of the effect on the value of 
the property, the loss can not exceed 
the cost or other basis of the entire 
property. On November 4, 1946, the 
records of the Tax Court show that 
A. J. Coburn suffered a flood loss of 
$10,000. Taxpayer’s residence and 
shrubs were shown to be worth 
$13,000 before the flood and $3,000 
immediately thereafter. The cost of 
the property was only $4,900, and the 
loss allowed was limited to that 
amount.!° 

Loss deductions claimed by tax- 
payers are not always allowed. Lloyd 
Nolan of Beverly Hills, California, 
claimed a deduction of $14,000 on his 
income tax return because of damage 
done to his apricot grove by flood 
waters in the spring of 1941. Nolan 
did not testify at the Tax Court trial. 
A witness indicated that the grove was 
in a state of neglect and low produc- 
tion before the acquisition by Nolan 
a short time before the heavy rains. 
The judge felt that proof of the loss 
was not adequate and disallowed the 
deduction.™ 

Types of casualty losses are many 
and varied. One taxpayer, Ray Dur- 
den of Atlanta, Georgia, was allowed 
a deduction of $3,375 for loss caused 
by a violent quarry blast a half-mile 
distant.17 Injury to land has been 
held to be a deductible loss because 
of damage done by floods. In the 
W. M. Ferguson case involving Okla- 
homa and Kansas land, the loss al- 
lowed was very large.1® Extreme 
drought, earthquake, and fire have all 
added their chapters to the ever mov- 
ing story of the American scene. 

In a Texas case, decided January 
26, 1955, the Tax Court decided that 
a freeze which had killed the trees in 
a citrus orchard caused damage to the 
land. In a majority opinion of the 


(2d) 520 (1928). 


13 Ferguson v. Comm., 59 Fed. (2d) 893 (CCA-10, 1932). 


1956 





159 








Your Income Tax After the Storm 


Court, which was not unanimous, the 
judges decided that land studded with 
stumps was worth less than vacant 
land. The loss to the land was fixed 
at $12,461, and this loss was allowed 
to taxpayer, Bessie Knapp." 

Back in 1947, a “flash flood” of the 
Republican River inundated the entire 
farm of Frank R. Hinman near Ames, 
Cloud County, Kansas. Levees, 
fences, and old trees were washed 
away. Farm buildings were rendered 
valueless, and forty-six acres of the 
farm were taken away by the river. 
I-vidence showed that the place had a 
fair market value of $30,000 imme- 
diately before the flood. Immediately 
after the flood, the fair market value 
was $12,600. The basis of the place 
after reduction for depreciation was 
$12,875. The loss from the flood was 
$17,400, but the amount that could be 
claimed was limited to $12,875. 

In some cases, repairs may also be 
in the nature of an improvement. 





1423 TC 716 (1955). 


Only a part of the repair cost repre- 
sents an actual loss. An old barn was 
fifty years old, in poor condition, and 
the wall was “out of line’, when a 
Pennsylvania windstorm pushed out 
one side of the barn back in June, 
1949. The Tax Court in a 1955 deci- 
sion allowed the owner, Richard EF. 
Stein, a storm loss of $800.1® The ad- 
ditional expenditure of $1,012 must 
be treated, the decision recited, as ad- 
ditional cost of the barn. 

The rules for arriving at the 
amount of storm losses that can be de- 
ducted were not affected by the re- 
writing of the 1954 Internal Revenue 
Code. In the clearly emerging form- 
ula for determining a taxpayer’s in- 
come tax deduction when a_ storm 
drops out of the sky, there are several 
things to remember: Get some good 
pictures; get some reliable estimates; 
write down the dates; and have an 
accurate record of the basis of the 
property and its acquisition date. 


1512 TCM 1347 (1953); government’s appeal dismissed, CA-9, October 12, 1954. 


1614 TCM 191 (1955). 
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The ABC’s of U.B.T. 


By Stantey H. BecKerMAN, C.P.A. 


HE New York State tax on unin- 
T corporated business is designed to 
tax the New York net income of en- 
tities doing business in New York 
which are not subjected to corporate 
franchise tax. 


For purposes of the tax, “unincor- 
porated business” has an extremely 
broad meaning covering virtually all 
forms of commercial activity, business 
or occupation conducted or engaged 
in by individuals, partnerships, joint 
ventures, syndicates, trusts, estates or 
other entities, not subject to franchise 
tax. The statute specifically exempts 
certain activities from the tax includ- 
ing the following: 

1) Compensation as an employee 

2) Specified professions, discussed 

below 

3) Leasing, holding or managing 

real property as the sole business 
activity 

4) Investing and reinvesting in se- 

curities and collecting the in- 
come from such investing 


5) Isolated transactions 


The Tax Commission has set forth 
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criteria for use in borderline cases 
which indicate that, 


“ |. . the continuity, frequency, and 
regularity of activities as distinguished 
from transactions of an isolated or in- 
cidental nature will be the factors which 
will determine whether or not the activi- 
ties constitute the carrying on of an un- 
incorporated business. Consideration must 
also be given to the amount of time, en- 
ergy or thought devoted to the pursuit 
of a vocation or occupation.” 


The rate of tax is 4% on taxable 
net income, which was reduced to 3% 
for the years 1945 through 1953. The 
4% rate presently compares with the 
rate of 5.5% on corporations subject 
to franchise tax. 


Basis of Tax 


Net income for unincorporated bus- 
iness tax purposes is generally com- 
puted in the same manner as under the 
personal income tax law, but includes 
all items connected with the carrying 
on of the unincorporated business. 
The principal differences and adjust- 
ments are as follows: 


1) There is no separate computation 
of gain or loss on sale or exchange of 
stocks, bonds, New York real estate, 
or other property. As a result, losses 
from capital assets used in the busi- 
ness may reduce ordinary income for 
unincorporated business tax purposes. 


2) Contributions are deductible, 
limited to 5% of net income before 
contributions. Partnerships are per- 
mitted to deduct contributions, subject 
to the 5% limitation. 


3) The allowance for personal ser- 
vices is limited to $5,000 for each in- 
dividual or member of a partnership 
actively engaged in the unincorporated 
business, but may not be in excess of 
20% of the net income before such 
allowance. This allowance is not avail- 
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able for corporate members of part- 
nerships or joint ventures. 


4) Each unincorporated business is 
permitted a specific exemption of 
$5,000 as a deduction from net income. 
For returns covering periods of less 
than a year, this exemption must be 
prorated on a monthly basis. 


5) In the case of a partnership or 
joint venture, a further exemption is 
allowed for the share of net income 
distributable to partners subject to 
unincorporated business tax or corpo- 
rate franchise tax on the net income. 
This provision is aimed at avoiding 
duplication of tax on the same income 
and is discussed in detail below. 

6) The effective date of the unin- 
corporated business tax is January 1, 
1935, and there are a number of ad- 
justments relative to this date which 
are of very limited applicability and 
which will, therefore, not be discussed 
here. 

After this sketchy review of the 
basis and calculation of the tax, I 
would like to consider some of the 
problems encountered in the applica- 
tion: 


Recognized Professions 

The law specifically exempts from 
unincorporated business tax the in- 
come from the practice of four pro- 
fessions, namely, medicine, dentistry, 
law and architecture. The exclusion 
applies only to the professional in- 
come, not to the entire income of the 
individual practicing the profession. 

Income from other professions is 
exempted if the following conditions 
are met: (a) 80% of the gross income 
is derived from the personal services 
actually rendered by the individual or 
the members of the partnership or 
other entity, and (b) capital is not a 
material income-producing factor. 

Subject to these limitations, the 
Tax Commission has recognized the 
following as professions: 
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Accounting 

Certified shorthand reporting 
Chiropody 

Dental Hygiene 

Engineering 

Optometry 

Osteopathy 

Pharmacy 

Physiotherapy 

Teaching 

Veterinary medicine and surgery 


Obviously, under condition (a) it is 
important to know what constitutes 
“gross income from personal services” 
where assistants are employed to do 
some of the work. 

The Regulations provide that a tax- 
payer’s income from a profession will 
be deemed to have been derived from 
personal services actually rendered by 
him even though he employs assist- 
ants who perform part of the work, 
provided he: 

a) gives his personal attention to the 
work of his business; 

b) consults with clients or patients; 

c) devises the work program, outlines 
work methods, and guides and di- 
rects the work procedure of the 
employees in his business; 

d) supervises the formulation of ad- 
vice, conclusions and reports to 
clients and patients; and 

e) is considered by his clients or 
patients as the person responsible 
for the services performed by his 
business or establishment; or, pro- 
vided that some combination of the 
foregoing or other activities shows 
that the earnings are to be at- 
tributed to the personal services 
of the proprietor or proprietors. 


These conditions also apply to pro- 
fessional partnerships which employ 
assistants, but only if the clients are 
advised by some active member of the 
partnership and look to him as being 
responsible for the services performed. 

Capital is not considered a material 
income-producing factor if used to 
cover operating expenses or invest- 
ment in furniture and equipment ne- 
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cessary to carry on professional ac- 
tivity. 

Investment in heavy machinery 
and equipment by engineers engaged 
in construction work would make the 
income subject to unincorporated bus- 
iness tax. 

Aside from the four professions 
specifically exempt by law and the 
eleven additional professions recog- 
nized by the Tax Commission, there 
does not appear to be much relief for 
the taxpayer except through litigation. 
The Tax Commission has _ ruled 
against a long series of would-be pro- 
fessions including : 

Insurance agents 

Customhouse brokers - 

Interstate Commerce Commission 
practitioner 

Business administration expert 

Textile technicians and brokers 

Furniture designer and consultant 

Restaurant and food engineer 

Marketing consultants 

Investment consultant 

Advertising counsel 

Orchestra leader 

Marine adjusters 

Educational consultants 

Real estate appraiser 

Economist 


The Courts have upheld the Com- 
mission in virtually every case. The 
few exceptions where the taxpayer 
has been upheld include: 

Industrial designer (Teague v. 
Graves, 1941, 261 A. D. 652, 
affd. 287 N. Y. 549). 

Landscape architect (Geiffert v. 
Mealy, 1944, 293 N. Y. 583). 

Orchestra leader (Voorhees v. 
Bates, — N. Y. —, December 
31, 1954). 


_Apparently, recognition by institu- 
tions of higher learning of “new” 
professions have played an important 
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part in the Courts’ consideration of 
the problem. However, the Tax Com- 
mission has not indicated that there 
are any prospects of other professions 
being held exempt in the near future. 


Independent Agents 


The law provides that an individual 
is not subject to unincorporated busi- 
ness tax if he receives compensation 
for services rendered as an employee. 
However, if such services are rendered 
as an independent contractor, the ac- 
tivities may be held taxable. Generally 
the Regulations indicate that degree 
of control exercised by an employer 
over an employee as contrasted with 
the independence of action usually 
enjoyed by an independent agent may 
be determinative of the issue. 

“If the activities of an agent are in- 
dependent under the terms of his employ- 
ment, he is considered to be carrying on 
an unincorporated business even though 
under the terms of his contract or other- 
wise he is designated or considered an 
employee. If, however, the agent is an 
employee performing services in an office 
maintained entirely by the employer and if 
the agent is accountable to the employer 
both as to the method in which his affairs 
are carried on and the results obtained 
therefrom, it will ordinarily be held that 
he is not engaged in an unincorporated 
business and his compensation as an em- 
ployee would not be taxable.” 


The revision of the Regulations in 
November, 1953, indicates that a 
salesman selling goods for more than 
one firm is not carrying on an unin- 
corporated business unless he main- 
tains an office, or employs one or more 
assistants or otherwise regularly car- 
ries on a business. 

Obviously any position taken by an 
employer that an employee is an in- 
dependent contractor for payroll tax 
purposes will be prejudicial to the 
employee’s position relative to taxa- 
bility for unincorporated business tax. 


Allocation 


The unincorporated business tax is 
imposed only on income derived from 
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business in New York State. In this 
respect the tax base is different from 
the basis for income tax. For example, 
a New York resident is subject to in- 
come tax on income from all sources 
while he would be subject to unincor- 
porated business tax only on net in- 
come from business in New York 
State. 

Apportionment is required by either 
residents or non-residents conducting 
an unincorporated business if business 
is transacted both within and without 
New York. The Tax Commission re- 
quires the maintenance of a place of 
business outside of New York as a 
prerequisite to apportionment. 


Apportionment may be accomplished 
by one of four methods: 


1) Separate accounting under which 
the books of account will dis- 
close the income attributable to 
New York. 

A basis of apportionment elected 
by the taxpayer subject to ap- 
proval by the Tax Commission. 


bo 


The so-called official allocation 
formula, namely the average of 
the three percentages based on 
tangible property, wages and 


sales. 


ra 
w 


4 


A method to be prescribed by 
the Commission where the first 
three methods do not provide 
a fair method of apportionment. 


Profit and loss from the sale of real 
property and income from rents is non- 
apportionable. The income is either 
taxable in full or non-taxable depend- 
ing on the situs of the property. 


[ must again stress the requirement 
of an actual place of business outside 
of New York State in order to obtain 
allocation of income. In the case of 
non-residents, if a bonafide office is 
maintained in the taxpayer’s home 
outside of the state, apportionment 
may be permitted. 
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Exemption-Membership in Multiple 

Entities 

As indicated previously, in addition 

to the $5,000 annual exemption, unin- 
corporated businesses are permitted an 
additional exemption for the propor- 
tionate share of the net income re- 
ported by: 

a) An individual or partnership on 
its own unincorporated business 
tax return. 

b) A corporation taxed for fran- 
chise tax under Article 9A. 

c) A bank or financial company 
taxed under Article 9B or 9C., 


This procedure will result in neither 
double taxation nor double deductions ; 
however, in cases where the allowance 
for the individual taxpayer’s services 
is at the $5,000 maximum, the State 
will receive more tax than if the part- 
nership paid the tax and the indi- 
vidual partner did not include his pro- 
portionate share in his UBT base. 

Where the members of the venture 
are engaged in business within and 
without the state, the additional ex- 
emption is limited to the portion of the 
distributable income allocable to New 
York State. This means that in the 
case of a New York partnership, 
where a partner has an allocation per- 
centage of 50%, tax is paid on 100% 
of the income. 

One further note:-this treatment is 
mandatory under the Regulations, 
which require that the partnership 
must take the exemption for the part- 
ner’s proportionate share and the part- 
ner must report such share in his own 
return. 


New York Partnership in Out-of- 
State Joint Venture 


Is a New York partnership engaged 
in unincorporated business within and 
without New York subject to tax on 
its distributive share of the profits ot 
a joint venture engaged in business 
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solely outside of the state? Conversely, 
may the New York partnership deduct 
its distributive share of any loss in- 
curred by the out of state venture. 
The Tax Commission holds that the 
New York partnership must report 
its distributive share of the income 
or loss of the out-of-state venture, 
which is then subjected to the New 
York partnership’s allocation percen- 
tage and taxed accordingly. If the New 
York partnership carried on the out-of- 
state business itself, it would not be 
required to pay tax on the income if 
separate records were maintained, etc. 


Isolated vs. Continuing Transactions 


As previously indicated, partner- 
ships are taxable entities subject to un- 
incorporated business tax. By defini- 
tion, the word partnership includes 
syndicates, pools, joint ventures or 
groups. 

However, these entities are not tax- 
able unless conducting an unincor- 
porated business, which means a series 
of transactions requiring energy, time 
or thought carried on with regularity 
and continuity as distinguished from 
isolated or incidental transactions. 

In other words, a syndicate formed 
for a single transaction will ordinarily 
not be deemed to be engaged in a 
business, but if it participates in a 
series of transactions having regu- 
larity and continuity it will result in 
tax, . 

The Regulations give the example 
of. a syndicate which enters into an 
underwriting agreement to purchase 
an issue of corporate bonds for sale 
to the public. A limited time after 
the public offering and sale and dis- 


tribution of the bonds, the under- 
writing syndicate is dissolved. On this 
set of facts the syndicate was held not 
to be carrying on an unincorporated 
business. However, if the syndicate 
continued in existence frequently buy- 
ing and selling blocks of securities in 
the same manner, it would be con- 
ducting a business and subject to tax. 


Real Estate Ventures and Investors 


The purchase and sale of real es- 
tate for one’s own account does not 
constitute an unincorporated business 
except in the case of dealers. 

The mere holding, leasing or man- 
agement of real property by an owner, 
lessee or fiduciary will not be deemed 
to be carrying on an unincorporated 
business. 

However, rental income or income 
from the sale of real property used 
as a part of an unincorporated busi- 
ness is taxable. For example, if a 
portion of taxpayer’s factory build- 
ing is leased out, the rental income 
would be subject to unincorporated 
business tax. 

Furthermore, the entire income 
from the rental of furnished units 
such as in a hotel or boardinghouse 
is taxable as the exclusion applies only 
to income from the leasing of real 
property and not to the leasing of per- 
sonal property. 

The purchase of an undeveloped 
piece of real property by a syndicate 
which develops it by dividing it into 
lots and laying out streets and side- 
walks and sells the lots constitutes 
the operation of an unincorporated 
business. 
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Current Trends in Accounting—XII 
By Leo RosensiuM, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Practitioners’ Problems 


Continuing a Practice 

Planning for Emergency. 

The individual practitioner, observes 
Luke J. Rhodes, CPA,! in an address 
at the 1955 annual meeting of the 
Pennsylvania Institute of CPAs, is “a 
man in a hurry”, one who is very busy 
and who works very hard. 

Although the practitioner is gener- 
ally “not of advanced years”, he has 
too little time “to take a serious view 
of some concerted effort toward a 
mutual self help program. .. .”” Were 
he but to realize it, he has two prob- 
lems: 

1. Continuation of his practice 
when he suffers from an extended ill- 
ness. 

2. Transfer of the practice to a 
CPA in the event of sudden death or 
permanent disability. 

Mr. Rhodes sketches procedures em- 
ployed in other states to solve these 
problems; acknowledges, particularly, 
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the work done by the CPA Emergency 
Committee in Connecticut; points out 
these steps to be taken in initiating a 
plan of self-help: 


1. Circularize the members of the 
State Society. This will bring out 
which members need this help; will in- 
duce members to register with a mutual 
disaster committee. 


2. An Executive or Steering Com- 
mittee should be appointed from among 
the registrants. 

3. The Committee should prepare a 
pamphlet for the registrants, outlining 
the steps “a participant should take if 
he expects to avail himself of the serv- 
ices of this plan.” These steps would 
include the organization of office pro- 
cedures and records so that a successor 
CPA “could carry on for him on a 
temporary basis during illness, or 
should the emergency arise, make an 
intelligent transfer of the practice to 
a successor.” And, of course, the CPA 
should tell his office personnel and his 
next of kin about his enrollment in 
the plan, requesting that they inform 
the Committee in an emergency. 


4. The Committee itself should pre- 
pare a plan for the allocation of fees 
between the sick practitioner and the 
one who aided him. The object would 
be “to help the member retain his 
client, not to make sickness attractive.” 
Should the CPA die, compensation by 
the surviving accountant would be set at 
“the aggregate fee for the preceding 
business year, paid by the successor 
over a three-year period.” In this way, 
“any increase in service to the client 
by his own certified public accountant 
will not be penalized.” 


1“Committee Studies Continuation of the Practice of the Individual Practitioner,” in 
Pennsylvania CPA Spokesman, Vol. XXVI, No. 2, October, 1955, pp. 7-9. 
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The clients, too, should be advised of 
the steps taken by the accountant to 
protect their interests, “to save... 
[them] from harm in the event that 
disaster overtakes ... [the] CPA ata 
time awkward to... the client, and to 
assure continuance of service in case 
of protracted illness.” 

Clients, Mr. Rhodes points out, will 
feel more secure knowing that at a 
year-end, or in the case of a tax dead- 
line, the client would not be placed in 
an “untenable position.” As for the 
CPA himself, knowing that people 
were “standing by to help him in an 
emergency could not but help our mem- 
ber to devote his best thought and in- 
terest to building up his practice and 
serving his client.” 


Arkansas Experience 

The Arkansas Society of CPAs’ 
Newsletter? reports the arrangements 
undertaken to continue the practice of 
a deceased Arkansas CPA, under a 
plan like the “Bridgeport Plan” origi- 
nated by the Connecticut Society of 
CPAs. 

CPAs willing to participate signed a 
letter indicating their agreement to pay 
the estate of the deceased accountant 
20% of the fees collected each year for 
a total of five years if they were 
selected to serve the deceased account- 
ant’s clients. 

Then the clients were notified of the 
arrangement to continue the practice, 
and were provided with a list of the 
CPAs participating in the plan. From 
this list the clients were to select a 
CPA. When the choice was made the 
clients’ records and workpapers were 
turned over to the CPA designated. 


Privilege 


The New Jersey CPA Journal® 
draws attention to an account in The 





2 November, 1955, p. 3 


Journal of Taxation for June, 1955, 
dealing with privileged communica- 
tions. : 

In U.S. v. Levine*, it appears that 
an accountant was employed by an at- 
torney to help him in preparing a 
client’s defense against charges of tax 
fraud. The Internal Revenue Service 
summoned the accountant, requiring 
him to produce his working papers— 
this over the protests of the attorney. 

Although the accountant protested, 
he yielded. 

The defendant was later indicted “on 
evidence in the accountant’s working 
papers,” this attorney moving to dis- 
miss the indictment on the plea that 
the government violated the Fifth and 
Sixth Amendments, 

The court ruled that the surrender 
of the working papers by the account- 
ant was voluntary, “a waiver of privi- 
lege if he had it”. 


Personal Appearance 


The Florida State Board of Ac- 
countancy, it is reported in the Florida 
Certified Public Accountant News 
Notes, “is tightening the investigations 
of all applicants” for the CPA certifi- 
cate. Those applying for reciprocal 
certificates must now appear personally 
before the Board “for interrogation as 
to . . . qualifications to receive the 
Florida CPA certificate of reciprocity”. 

The Board, News Notes states, “has 
for some time been concerned with 
various problems relative to reciprocal 
certificates, and . . . is convinced that 
the personal appearance of the appli- 
cant will be of great help in alleviating 
some of these problems.” Therefore 
the Board plans to look into the stand- 
ards under which the certificate was 
issued originally; Florida residence; 
employment arrangements with Florida 
CPAs; and the applicant’s record. 


3 Vol. 26 (1955-1956), No. 2, December, 1955, p. 8. 
4 January 26, 1955, United States District Court, Massachusetts District. 


5 Vol. IV, No. 15, December, 1955, p. 4. 
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Accountants’ Liability 


“Accountants’ Liability and Liability 
Insurance” is the title of a paper by 
Idward J. McDevitt, CPA, past presi- 
dent of the Massachusetts Society of 
CPAs, in the News Bulletin of the 
Society.® 

“T cannot imagine,” says Mr. Mc- 
Devitt, “any practitioner being with- 
out accountants’ liability insurance, and 
I would strongly urge all of you who 
are in practice by yourself or with 
partners to obtain a copy of Saul 
Levy’s . . . “Accountants’ Legal Re- 
sponsibility”.? 

The Massachusetts CPA considers 
the origin and the nature of the liability 
faced by accountants; reviews the 
American cases; looks into the subject 
of liability to third parties; discusses 
accountants’ liability insurance, includ- 
ing state society efforts at introducing 
group insurance coverage. 


Staff Supervision 


The Chartered Accountant in Austra- 
lia® presents the “Diary of a Chartered 
Accountant,” made up of “paragraphs 
containing brief notes concerning 
everyday happenings in a Chartered 
Accountant’s office.” Perhaps this note, 
dealing with staff supervision, will 
strike home: 

I have known for some time now that 
I have been working at too high a pres- 
sure and that as a result I have not been 
able to give the supervision I should to 
the work of my audit clerks, and I fear 
that in some cases their work is not as I 
would like it to be. 

I think that the proper thing for me to 
do is to forego some chargeable productive 
time at least for a few hours each month 
and spend it in supervision and in discus- 
sing with my clerks various technical and 
practical matters pertaining to our work. 
I am sure that time so spent will prove 
profitable. 
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Do As I Say 


M. R. Barfoot, writing in Cost and 
Management,® advises “Rest and Re- 
laxation for Business Men.” His sug- 
gestions, equally applicable to CPAs, 
reflect the opinions offered “by a lead- 
ing psychiatrist for the out-of-hours 
schedule.” 

Business men should restrict their 
overtime to one hour a day, leave brief- 
cases at home at night. Further, they 
should stay at home one evening each 
week, while their wives go out with 
friends; entertain business guests at 
home at least once a week; spend one 
evening a week at some hobby; have 
at least one luncheon a week with 
friends. 

The business man should take his 
wife away from the children one 
week-end a month; and, “above all,” 
should “replace lost recreation time.” 


Bookkeeping Services Not Public 
Accounting 


The Board of Accountancy of the 
Republic of the Philippines has ruled, 
observes The Newsette, membership 
bulletin of the Philippine Institute of 
Accountants,!® that “there is nothing in 
the law or in the board of accountancy 
regulations which would sanction” the 
point of view that “bookkeeping for 
more than one business establishment 
constitute[s] practice of public ac- 
counting.” 

A number of small practitioners 
“particularly in the provinces” seek the 
inclusion, “within the concept of pub- 
lic accounting practice,” of such book- 
keeping services for various business 
establishments. It is their position 
that “small practitioners must depend 
to a large extent on this service as a 
source of income and feel that they 
must be protected against many non- 


6 Vol. 29, No. 2, October, 1955, pp. 14-23. 


7 American Institute of Accountants, 1954, pp. 288. 

8 Vol. XXVI, No. 4, October 20, 1955, pp. 208-209. 

9“C. & M. Round-up”, Vol. XXIX, No. 9, October, 1955, p. 318 (journal of The 
Society of Industrial and Cost Accountants of Canada). 

10 Vol. VI, Series 9 & 10, September-October, 1955, p. 6. 
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CPAs and business agencies lucratively 
engaged in this service and offering 
much lower fees.” 

Opponents of this position observe 
that “the inclusion of bookkeeping 
services within the concept of public 
accounting would lower the profes- 
sional stature of CPAs, and would 
make it more than ever difficult for 
the profession to erase from the minds 
of most businessmen and the public, 
the erroneous concept of CPAs as 
mere bookkeepers.” 

These opponents observe further 
that “the CPA with his training and 
background and the prestige of his pro- 
fession behind him, should be able to 
offer much better services to his clients 
and therefore should be in a more ad- 
vantageous position in the competition 
with nonCPAs in this field.” 

One of the directors of the Philip- 
pine Institute of Accountants has been 
asked “to study the matter and submit 
recommendations” as the basis for fur- 
ther consideration and possible repre- 
sentations by that Institute. 


Shredder 

In his column on “Equipment-Sys- 
tems-Office Management,” - in The 
Connecticut CPA,’”!! Ralph L. Cohen, 
CPA, advises practitioners to acquire 
a paper shredding machine which 
“quickly and easily destroys confiden- 
tial papers into unreadable shreds.” 
The machine, about the size and weight 
of a typewriter, can be operated easily 
and safely by anyone. 


Clean-up 


Almost all of us are given to the 
retention of papers, records and other 
materials long past the period during 
which they are likely to be needed: 
it is easier to accumulate than to dis- 
card. 

Clarkson College of Technology’s 
The Clarkson Letter!? reports com- 





12 January, 1956, p. 1. 


11 Vol. 19, No. 1, September, 1955, p. 13. 


ments by Prentice E. Chaney in Sys- 
tems Magazine on the subject of 
“House Cleaning.” 

A thorough examination of your 
office, including the equipment and 
storage facilities there, “will inevitably 
bring to light records, papers, files, 
obsolete forms, discarded machines, 
and various other items which have 
long since served their purpose.” The 
justification for retaining them is: 
“You never know when it may be 
needed.” 

What clues will help you determine 
the real value of materials of this sort? 
Mr. Chaney suggests these: 

1. When you begin to believe you need 
more space. 

2. When papers and documents of 
various types begin to appear per- 
manently on top of desks, cabinets, 
and file cases. 

3. When file personnel begins to re- 
quest more file cases. 

4. When more space is needed for per- 
manent storage areas. 


These “basic problems” apparently 
exist : 
1. Material is being held beyond its use- 
ful life . 
2. File and storage controls do not ex- 
See ies 
3. Filing and storage facilities are mis- 
used 
The abstract concludes: “A thor- 
ough house cleaning “of offices that 
look like nightmares has resulted in 
more work space, better working con- 
ditions, and higher morale.” 


Systems Installation 


The Accounting Systems Committee 
of the Los Angeles chapter of the 
California Society of CPAs, recog- 
nizes that “there is a particular need 
for study of problems of small practi- 
tioners in dealing with small and me- 
dium-sized businesses.”!% To aid such 
practitioners, the Committee suggests 
that chapter and society programs: 


13 The C.P.A. Newsletter (of The California Society of CPAs), Vol. 9, No. 4, Octo- 


ber, 1955, p. 1. 
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1. . . . [Develop] public relations ma- 

terial emphasizing the function of 

the CPA in the systems field. 
[S]urvey literature and 

; [prepare] bibliographies in 

this area. 

3... . [Prepare] a suitable question- 
naire to be circulated among chap- 
ter members for the purpose of 
creating a clearing house of spe- 
cialized systems information. 


iS 


Recruiting 


Here is a sample of energetic effort 
at recruiting accounting students for 
public accounting firms and for ac- 
counting positions in business and in- 
dustry. The editor of The Alabama 
CPA obtained from Alabama col- 
leges and universities the names, ad- 
dresses, employment preferences and 
military obligations of students who 
majored in accounting and were to 
graduate within a year. The complete 
list was published in The Alabama 
CPA, quarterly newsletter of the state 
society of CPAs. 

The tabulation, including some 90- 
odd names, was preceded by this plea 
to Alabama employers: 

Employers from other states are visiting 
the campuses and making offers of em- 
ployment to these students. They have 
been educated at the expense of Alabama 
taxpayers. The state sustains a loss on 
every one that leaves. The state cannot 
keep them in Alabama, but Alabama em- 
ployers can keep them in Alabama by 
visiting the campuses and offering them 
employment. Many are willing to stay in 
Alabama at low salaries than employers 
from other states are offering, but even 
they leave the state if Alabama employ- 
ers do not offer them empioyment. Look 
over the list for possibilities, visit the 
campuses if possible, and if you cannot 
go in person, write. 


Meet Other Practitioners 


In an address before the Georgia 
Society of CPAs’ convention at Rome, 
Georgia, last Spring,?® John L. Carey, 


14 October, 1955, pp. 6-23. 


Executive Director of the American 
Institute of Accountants, made these 
comments : 

I would like to talk . about organ- 
izing our profession a little better to mect 
the needs. I would like to see more de- 
centralization, more study groups, more 
junior organizations, more lunch clubs, 
more getting together locally and _ state- 
wide and regionally, every way to cross- 
fertilize ideas, to learn what the other 
fellow’s thinking, to argue out some of 
these controversial questions. .. . 

We are all parts of the same thing—the 
Institute, the state societies and the chap- 
ters, and there ought to be a close integra- 
tion and a full flow of information back 
and forth. There ought to be more per- 
sonal contact among us than we have been 
able to develop so far. 

It is this columnist’s belief that at- 
tendance at State Society general 
meetings, tax meetings, and committee 
meetings ; and attendance at the Insti- 
tute meetings and those of the Amer- 
ican Accounting Association—all this 
as often as our professional obliga- 
tions will permit—cannot but provide 
information helpful in our practices, 
not to speak of the pleasant supple- 
ment of renewed association with col- 
leagues whom we meet from time to 
time on professional engagements. 

How many times have we found 
that the individual ‘‘on the other side” 
in negotiations where each of us rep- 
resented a client was someone with 
whom we had become acquainted at a 
State Society meeting? These ac- 
quaintanceships have aided us in the 
amicable settlement of clients’ prob- 
lems. 





Reports 
“No One Is Interested In My 
Figures” 


Franklin A. Callaby, chartered ac- 
countant, of the Plessey Company, 
Ltd., discussed the subject, “Account- 


15 Bulletin, Georgia Society of Certified Public Accountants, Vol. 23, No. 4, November, 
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ing for Human Nature: Management 
Accounting in Action”, at the Associa- 
tion of Certified and Corporate Ac- 
countants’ Annual Conference, which 
took place in Edinburgh, Scotland, last 
fall.1¢ 

An accountant’s complaint that “no 
one is interested in my figures’ is 
“an admission . . . that he has failed 
to make the appropriate psychological 
impact on the persons who are running 
the business”. Mr. Callaby points out 
that to be effective communication be- 
tween individuals cannot be “just a 
simple matter of disseminating infor- 
mation”. There must also be a re- 
ceptive listener, “a condition dependent 
upon a number of factors such as in- 
terest in the subject-matter, purpose 
in common, suitability of language and 
phrasing and always the possibility of 
action.”’27 

Thus “pertinent and required in- 
formation, properly communicated, is 
the basis of all effective action and 
drive”. 

To make his reports effective the 
accountant should: assure himself that 
they: are attractive; have quality and 
dignity; are laid out well; supply in- 
formation needed by the recipient; 
are understandable; provide compara- 
tive figures; are up-to-date; are re- 
liable. 


Make Them Readable 


Reports, observed Professor Charles 
E. Johnson at a recent meeting of the 
Oregon Society of CPAs, should be 
made interesting so that the client will 
read them; it is not enough that they 
meet accepted auditing standards.?§ 

He cautioned that a considerable 
part of the information included in 
accountants’ reports is “for our own 
and credit purposes” ; “does not inter- 
est the client, or maybe he doesn’t un- 
derstand it. s 


pp. 353-360. 
17 [hid., p. 354. 


16 The Accountants Journal (England), Vol. XLVII, No. 574, December 


Accountants, the Professor opined, 
“should . . . pitch part of the report 
to the client’s viewpoint. = 


Report Writing: New Book 


Jennie M. Palen, CPA, of our So- 
ciety, has written a “how-to-do-it intro- 
duction to effective report writing”. 
Her book is called “Report Writing 
for Accountants.’’?!9 

It is made up of chapters on Re- 
sponsibilities of the Independent 
Auditor; Uses and Structure of the 
Audit Report; The Balance Sheet 
(seven chapters); The Income and 
Surplus Statements (three chapters) ; 
Consolidated Statements (two chap- 
ters) ; Miscellaneous Statements; The 
Opinion (three chapters )—including 
sections on exceptions and “other fea- 
tures”; Disclaimer of Opinion; Com- 
ments (three chapters); The Tech- 
nique of Writing the Comments (three 
chapters) ; The Right Word; Presen- 
tations ; Reports for Special Purposes ; 
Review, Typing and Delivery. 

A former editor of The Woman 
CPA, and past president of The 
American Woman’s Society of CPA’s, 
Miss Palen has also spent many years 
as report reviewer for one of the 
largest firms of CPAs. She has con- 
tributed to many of our profession’s 
journals, including The Journal of Ac- 
countancy, The New York Certified 
Public Accountant, The Canadian 
Chartered Accountant, The Account- 
ing Forum, The Virginia Accountant, 
The Journal of the Indian Institute of 
Accountancy, and The Accounting 
Ledger. 

This volume is recommended as a 
desk manual for practitioners. 


Editing and Review 

J. O. Davies, chartered accountant 
and Chief Internal Auditor of the 
National Coal Board, spoke before the 


1955, 


18 The Oregon Certified Public Accountant, Vol. 7, No. 1, October, 1955, p. 3. 


19 Prentice-Hall, Inc., 1955, pp. 608, 
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London, England, chapter of the In- 
stitute of Internal Auditors on No- 
vember 2, 1955.2 Although his ob- 
servations were directed to internal 
auditors, they are almost equally ap- 
plicable to reports prepared by public 
accountants. 

Considering the editing of reports, 
Mr. Davies stated that since the editor 
“stands midway between the report 
writer and the reader” his services are 
of great value. By training, such 
editor is “in tune with the report 
writer’s approach to the assignment”. 
On the other hand, not having partici- 
pated in the engagement, the editor 
“views the report with cold detach- 
ment”’. 

In the final review before issuance 
of the report, these five questions 
should be borne in mind :7! 

Is it quite certain that every figure and 
every conclusion can be supported? |One 
inconsistency can undermine completely the 
effect of the report.] 

Will the reader’s attention be held 
throughout the report by the logical flow 
of the thought? 

Has a new aspect been brought into the 
closing section which necessitates some 
expansion of the body of the report and 
a brief reference to it in the opening sec- 
tion? 

Is there a tendency in the report to 
avoid the discussion of realities by an em- 
phasis on accounting terms and symbols? 

Have any situations been described in 
the report so carefully and with such re- 
gard to nicety that the average reader, 
who may not appreciate fine degrees of 
significance, may be misled? 

Should reports be discussed with 
the heads of the department under 
audit before the reports are actually 
issued? There are two views on this 
point. Those who are in favor of such 
discussion, point out that some of the 
points covered may require immediate 
action. Also, discussion might result 
in the “unfolding of further informa- 
tion which might need to be considered 
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from the viewpoint of amending the 
recommendation before the report is 
issued.” Further, should a_ recom- 
mendation be accepted and put into 
effect, the report could record the fact. 
Finally—dealing with the internal 
auditor’s reports—‘It is good psychol- 
ogy and removes the fear that the in- 
ternal auditor is operating against the 
staff of the department under review.” 

The disadvantages of discussing re- 
ports before issue include these. The 
auditor may “yield ground under pres- 
sure”; as a result, “the freshness of 
the report is sometimes destroyed by 
the substitution of weak phrases for 
dynamic ones.” Also, there is “danger 
that during the discussion the internal 
auditor will assume executive author- 
ity by issuing orders. 7 


Redistribution of Expenses 


T. J. Williams, Chief Accountant 
of Aladdin Industries, Inc., of Nash- 
ville, Tennessee, considers the subject 
of “Redistribution of Selling and Ad- 
ministrative Expenses” in The Con- 
troller.2* He believes that selling ex- 
penses and administrative expenses are 
being categorized in an old-fashioned 
or “traditional” manner; that they 
should be given “some long overdue 
attention”. 

Expenses, he states, should be re- 
classified under captions which will re- 
flect departmental responsibility. Ac- 
cordingly, he would transpose this 
traditional summation : 


Traditional 


Advertising 

Art, Composition and Layout 
Dealer Promotion 

Designing 

Employees Pension Trust 
Sales Office Salaries 

Sales Commissions 

Sales Salaries 

Sales Travel 

Sales Expense 


20 The Accountant, Vol. CXXXIII, No. 4224, December 3, 1955, pp. 622-625. 


21 [bid., p. 624. 


22 Vol. XXIV, No. 1, January, 1956, pp. 23, 30. 
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Sales Freight 
Stationery and Printing 
Telephone and Telegraph 
Shipping Expense 
Payroll Taxes 

Group Insurance 
Insurance 

Royalties 

Sales Rent 

Shipping Room Salaries 
Dues and Publications 
Taxes 

Depreciation 


redistributing the items as follows: 
Redistributed 
1. Product Promotion and Design: 
Advertising (Space and Radio) 
Art Work, Composition and Lay- 
out 
Direct Mailings and Catalogs 
Dealer Promotion 
Design Salaries 
Design Supplies 
Travel 
2. Salesmen’s Expenses: 
Salaries 
Commissions 
3onuses 
Training 
3. Delivery and Packing Expenses: 
Shipping Room Salaries 
Sales Freight and Delivery Ex- 
pense 
Shipping Supplies 
Traffic Salaries (Outbound) 
Traffic Supplies 
4. General Sales Expenses: 
Sales Salaries 
Sales Supplies 
Sales Expense 
Sales Travel 
Office Machine Maintenance and 
Rent 7 
Sales Rent 
Employees Pension Trust 
Payroll Taxes 
Group Insurance 
General Insurance 
Dues and Publications 
Royalties 
Taxes 
Depreciation 
The result? Mr. Williams believes 
that redistribution of the expenses 
will aid in controlling them ; will aid in 
setting up appropriate departmental 
responsibility. R : 
Similarly, the general administrative 
expenses, traditionally including such 
items as the following: 


1956 





Traditional 
Administrative Expense 
Legal and Audit 
Bad Debts 
Collection and Exchange 
Employees Pension Trust 
Office Salaries 
Officers Salaries 
Dues and Publications 
Travel 
Mercantile Service 
Postage 
Stationery and Printing 
Telephone and Telegraph 
General Expense 
Power and Light 
Payroll Taxes 
Group Insurance 
Insurance 
Rent 
Donations 
Taxes 
Depreciation 


would be reclassified and redistributed 
as follows: 


1. Office Service Expenses: 
Salaries 
Supplies 
Office Machine Maintenance and 
Rent 
2. Credit and Collection Expense: 
Salaries 
Supplies 
Dues and Publications 
Collection and Exchange 
Travel 
Bad Debts 
3. Accounting and Auditing Expenses: 
Salaries 
Supplies 
Office Machine Maintenance and 
Rent 
Travel 
Auditing Fees 
Dues and Publications 
4. General and Administrative 
penses : 
Officers’ Salaries 
Directors’ Fees 
Office Salaries 
Professional Fees 
Employees Pension Trust 
Communication Expense 
Office Supplies 
Office Machine Maintenance and 
Rent 
Travel 
Mailing Expense 
Building Maintenance 
Office Rent 
Payroll Taxes 
Group Insurance 


) 


Ex- 
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General Insurance 
Dues and Publications 
General Expenses 
Donations 

Taxes 

Depreciation 

The disadvantages of redistribution 
would include the need for the initial 
installation and the accompanying 
change in accounting records. In ad- 
dition, comparability with earlier years 
would be lost, in part; also, there 
would be the cost of training person- 
nel in the new procedure. 

Mr. Williams concedes that “some 
of the strongest arguments against this 
theory would perhaps be advanced by 
the public accounting profession”; he 
observes that we would doubtless “be- 
gin by stating that the redistribution 
of selling and administrative expenses 
is a management device and should 
not be used for annual reporting to 
the stockholder”. 

This point he would rule out on the 
basis that management should not be 
deprived of an available tool usable to 
increase profits “just for the purpose 
of reporting to the stockholders once 
a year’; further, he states, “many of 
the annual reports show selling and 
administrative expenses in one figure 
on the income statement”’. 

An aggressive management, he ob- 
serves, would find this redistribution 
of considerable value: “Its salient 
factors are a more positive control 
for management and an aid to modern 
budgeting.” 


Historical vs. Current Costs 


In a letter to the editor of The 
Journal of Accountancy, Carleton 
Williams, CPA, of Salinas, California, 
suggests that the balance sheet total 
for fixed asset acquisitions be supple- 
mented by a tabulation somewhat like 
the following (in which the fixed 
asset sub-classifications may be “aban- 
doned’’) :78 


23 Vol. 101, No. 1, January, 1956, p. 22. 


Acquisitions from: 


9S te e........ & 
1930 to 1938....... $ 
1939 to 1941..... sic Se 
1942 to 1945...... . §$ 
1946 to 1950...... aD 
1951 to 1955....... $ 


Total fixed assets (at cost) $ 

The presentation, he points out, “is 
simple, retains the advantage of his- 
torical costs, calls the reader’s attention 
to the problem [of acquisitions at vary- 
ing price levels] and provides informa- 
tion to evaluate its significance.” 

lurther, should information concern- 
ing price indexes as of the times of 
acquisition be available, such informa- 
tion might also be presented, in paren- 
thetic form. 

Also, should other items in the 
balance sheet be affected in similar 
fashion, corresponding reclassifications 
might also be provided for them in 
supplementary schedules. 


Post-Balance-Sheet Events 


Hugh Macaulay, CPA, of Atlanta, 
Georgia, has written a paper on ‘Post 
Balance Sheet Events” for the Bulletin 
of the Georgia Society of CPAs which 
should be of special interest to Society 
members concerned with reports to the 
Securities and Exchange Commission.** 

Discussing Statement on Auditing 
Procedure Number 25, “Events Subse- 
quent to the Date of [Financial State- 
ments,” he illustrates his comments 
with abstracts from the American In- 
stitute of Accountants’ “Accounting 
Trends and Techniques.” 

Mr. Macaulay considers the “special 
situations” posed by the preparation of 
Form 10-K reports, long form reports, 
and additional copies of reports. 

He also presents a long section on 
“Requirements Under Securities Act 
of 1933,” offering detailed comment on 
the following SEC cases: Shonts; 


24 Vol. 23, No. 3, September, 1955, pp. 1, 3-11. 
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Potrero Sugar; Central Specialty; and 
Colorado Milling. 

Finally, also dealing with SEC mat- 
ters, he makes reference to letters 
supplied to underwriters by independ- 
ent accountants and to the opinions 
rendered by independent accountants 
who formerly represented the corpora- 
tions. 


Advice 
Marion H. Simpson, Corporate Con- 


troller, R. G. Le Tourneau, Inc., of 
Longview, Texas, considers “The Ac- 
countant’s Production: Reports” in 


Cost and Management.* His remarks 
relate to the internal accountant. 

“What’s Wrong With Our Report- 
ing?” asks Mr. Simpson. Here are 
his answers: reporting is not always 
timely; often there is no “meeting of 
the minds” about reports; sometimes 
the accountant’s terminology is weak; 
management may be misled because 
statistics are used improperly; “ac- 
countants are often reltictant to use 
words to explain an accounting re- 
port”; the distribution of the reports 
may be faulty; accountants “are some- 
times unwilling to put enough effort 
into a report”; reports often include 
too many accounting “expediencies” 
(expediencies are such items as stand- 
ard cost, 13-period years, fiscal years, 
cut-offs other than at the end of the 
month, and similar devices). [inally, 
accountants do not project their figures 
into the future often enough: “we 
have become so engrossed in our stand- 
ard reports and in being historians that 
we forget reports which project into 
the future can be a lot more valuable 
to management than the reports which 
merely record history”. 

How can reports be improved? This 
advice is offered: (1) Reports should 
be available for management on very 
short notice; (2) Reports must be 
timely; (3) Technical terminology 
should be avoided; “what is correct 


25 Vol. XXIX, No. 9, October, 1955, 
26 Vol. XXIIL No. 11, November, 198%, 
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terminology to accountants is not al- 
ways adequate terminology to other 
executives”; (4) Use both written and 
verbal explanations when both are 
needed; (5) We should “stick out our 
necks” ; “projection statements” should 
be issued; (6) Each report should be 
prepared as though the accountant 
were actually owner of the business; 
(7) Avoid “conflicting and confusing 
figures”; (8) Eliminate “accounting 
expediencies” as far as possible; (9) 
3e brief. 


“Get Them While They’re Hot” 


“Operating statements: Get Them 
While They’re Hot,” is the title of a 
paper by Munro Corbin, Controller of 
Rockwell Manufacturing Company, 
Pittsburgh, Pennsylvania, in The Con- 
troller.*6 “Few monthly operating state- 
ments are in management’s hands in 
time for most effective utilization,” 
charges Mr. Corbin, “despite a whole 
host of electronic devices to speed the 
accounting function.” 

He suggests these seven steps to 
speed up the production of financial 
reports: 

1. Use schedule cut-off dates for all 
principal data and stick to them. 

2. Follow a plan of daily balancing 
throughout the month, 

3. Set up a uniform chart of accounts 
and standard forms for reporting. 

4. Organize standard cost system to 
permit immediate costing and daily 
recording. 

5. Eliminate secondary distributions 
from the books to the extent pos- 
sible. 

6. Systematize advance statement prep- 
aration and consolidation. 

7. Avoid procrastination—don’t 
house” with figures. 

Through the use of this program the 
Rockwell Manufacturing Company’s 
management receives consolidated oper- 
ating statements covering the com- 
pany’s 22 operating units five days 
after the end of the month. On the 


“play 


p. 323-331. 
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tenth day of the month supplementary 
reports of “operating factories” are 
available. These include reports on: 
purchases (standard value) ; purchased 
material variance; direct labor (stand- 
ard value); direct labor variance; in- 
direct labor; supplies and_ indirect 
materials ; spoiled work ; fixed charges ; 
other manufacturing expense; total 
manufacturing burden; cost of sales 
(standard value) ; work in process in- 
ventory; warehouse inventories; total 
inventories.?* 

The company starts summarizing 
monthly operating results before the 
end of the month.*8 Also, a system of 
“daily balancing throughout the month” 
has been adopted.*® 

These, as well as other procedures 
employed to speed up the production 
of the statement, making the figures 
available “while they’re hot”, are de- 
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scribed in Mr. Corbin’s account. 
Operating Statement—New Form 


Frank Novaro, CPA, writes on “A 
Departure from the Conventional Op- 
erating Statement,” in The Connecticut 
CPA.*° The costs and expenses of 
screw machine contractors in Con- 
necticut, he points out, are not analyzed 
in terms of their ratios to sales. It ap- 
pears that the industry estimates its 
costs “based upon the number of sec- 
onds needed to produce a small com- 
ponent part, and on the possible meth- 
ods of reducing this time”. While 
cost of materials is significant and is 
estimated, such cost is “fairly constant 
from one shop to another’; the only 
savings available are discounts for 
quantity. 

Accordingly, the contractors submit 
bids to customers per thousand pieces 
ordered, computed as follows: 


1. Direct machine labor rate per hour multiplied by the estimated time 


IDR ois isias £8 ow aid kc siawe o-08e Shae 
2. X% of line 1, for overhead ......... 
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Where special tools are needed for 
jobs, the customer is charged at cost. 
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Value of services produced ............. 
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27 Ibid., p. 530. 
28 Tbid., p. 526. 
29 Tbid., p. 528. 
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The operating statement developed 
by the National Screw Machine Prod- 
ucts Association takes this form: 
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It will be noted that the figure 100% 
is assigned to the direct machine labor 
cost and the overhead and profit com- 
putations are based upon this direct 
cost. The advantage of this statement, 
in Mr. Novaro’s view, is that the final 
results may be compared with the con- 
tractor’s “original method of comput- 
ing bids”, giving him “a guide on what 
percentages to use on future estimat- 
ing” and also indicating to him “how 
much he can safely cut down on his 
bids when work is scarce and he wants 
to keep his plant going.” 


G.A.O.: The Country’s Largest 
Audit Group 


Reports prepared by other account- 
ants are always of interest to practi- 
tioners. Here is an opportunity to 
review the activities of the country’s 
largest audit group, the General Ac- 
counting Office. 

The Office is under the control and 
direction of the Comptroller General 
of the United States, whose annual re- 
port for 1955%" includes a list of the 
audit reports prepared as well as a sum- 
mation of significant findings. Deal- 
ing with the Post Office Department, 
for example,®? the systems improve- 
ments effected are listed; also, “some 
of the more consequential audit 
findings on which corrective action by 
the Department has been taken” are 
set forth.3% 

Concerning the Department of De- 
fense, procurement and contracting ac- 
tivities are reviewed,** and the results 
of the investigations by the Comptrol- 
ler-General indicated. “A few ex- 
amples of the results of the investi- 
gative type work” are provided, in- 
cluding reports upon the procurement 
of life vests; the Air Force quarters 


furniture program in Alaska; and the 
purchase of white sailor hats for the 
Navy. 

In reporting on “industrial funds 
installations” in the Department of De- 
fense, which are “installations 
of a commercial nature, such as ship- 
yards, clothing factories, manufactur- 
ing arsenals, and printing plants”, 
reference is made*® to the problems 
of advanced planning and scheduling 
the work of the installations; the 
strengthening of shop administration; 
the elimination of duplication in main- 
taining obligation records ; unnecessary 
operations ; and ineffective accounting 
control and administration. 

The Comptroller General’s report 
will provide fascinating reading ma- 
terial for our members. 


Management Accounting; 
Aids to Clients 


Look Ahead 


In his talk on “Organizing the Pub- 
lic Accounting Profession for the 
Future”, John L. Carey, Executive 
Director of the American Institute of 
Accountants, advised accountants of 
a field ior service awaiting further de- 
velopment by public accountants, 
namely, management services.*® 

The managers of business, particu- 
larly small business, need the public 
accountant’s help “in controlling costs, 
budgeting, forecasting working-capital 
needs, establishing credit sources, 
training accounting personnel, improv- 
ing office methods and systems, and 
making innumerable decisions about 
expansion, adding new products, pric- 
ing, insurance and fidelity bond cover- 
age, and a host of similar problems. 

”? 


31“Annual Report of the Comptroller General of the United States for the Fiscal Year 
Ended June 30, 1955” (Washington, D.C., U.S, Government Printing Office, 1955, pp. 139, 
75 


82 Tbid., p. 61, ff. 
33 [bid., pp. 63-64. 
34 [bid., p. 20, ff. 
35 Tbid., pp. 23-26. 


36 Summary of talk before the annual meeting of the California Society of CPAs at 
San Diego, last summer, printed in The California Certified Public Accountant, Vol. XXIII, 


No. 2, November, 1955, pp. 9-15. 
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CPAs have the necessary skills but, 
it appears, offer these services “usu- 
addressed a general meeting of the 
ally on a hit-or-miss basis; casually, 
or only by request, and often without 
adequate compensation”. 

As a result, Mr. Carey points out, 
such work, which the CPAs them- 
selves could do for their clients, is 
often done by management consul- 
tants. Clients should be encouraged 
to use CPAs for these services. 

Mr. Carey comments further: “I 
hate to think that the day might come 
when CPAs would be doing the hard, 
useful work of digging out and inter- 
preting complex financial facts, at per 
diem rates, only to have lawyers and 
management consultants employed at 
fancy fees provide advice, represen- 
tation, and management aid based on 
the information in the CPA reports.” 
“Make . . . Recommendations for 

Profit Improvement” 

William J. Wiley, Financial Vice 
President of Atlas Powder Company, 
addressed a general meeting of the 
Philadelphia chapter of the Pennsyl- 
vania Institute of CPAs last Spring 
on the subject “What Corporate Man- 
agement Expects from the Certified 
Public Accountant’’.®* These, he 
pointed out, are the two major reasons 
why management seeks the services 
of CPAs: 

1. To prepare and/or certify reports 
which are regularly required by 
management, stockholders, and 
other purposes. 

2. To increase profits. 

But, he points out, “many certified 
public accountants, in their emphasis 
on the certification of accurate ac- 
counts, have limited their advice for 
improvement of profits, to tax prob- 
lems.” However, he continues, “with 
greater ingenuity and imagination 
they should be able to make sound 
recommendations for profit improve- 


ment in other areas, without stepping 
beyond the bounds of their profes- 
sional sphere.” 


Stock Control 


The Small Business Administration 
has issued another of its “Small Mar- 
keters Aids”, which might be useful to 
your small client. This 4-page leaflet, 
called “Basic Stock Control for Small 
Stores”, was written by Daniel J. 
James, Professor of Marketing at the 
University of Arkansas.*8 

The professor points out that 
simple, but adequate, stock control 
records are essential if well balanced 
inventories are to be maintained. 

He discusses the definitions of gross 
margin; stockturn; markup; mark- 
down; and basic, or “never out”, 
items. He also points out: what stock 
control will do for the small business- 
man; what it will not do; how to de- 
termine the basic (‘‘never-out’’) items. 

This is followed by consideration 
of the supply factors affecting basic 
items, namely: the seasonal factor; 
delivery time; delivery delays; trans- 
portation tie-ups; suppliers’ prompt- 
ness in filling orders; and sales pro- 
motion. 

A form is provided showing how to 
use a stock control sheet for basic 
items, this “practical application’ be- 
ing discussed in detail. 


Bank Record-Keeping 


“A Suggested Simplified and Low- 
cost Posting Plan for Current Ac- 
counts of Banks” is the contribution 
of Eduardo M. Villanueva, CPA, of 
the staff of Sycip, Gorres, Velayo & 
Co., CPAs, of Manila.2® “Current 
accounts” is the Philippine term for 
what are here known as checking ac- 
counts. 

Noting that “bankers are constantly 
confronted with the problem of how 


37 Pennsylvania CPA Spokesman, Vol. XXVI, No. 2, October, 1955, pp. 1, ff. 
38 Small Business Administration, “Small Marketers Aids”, #5, August, 1955. 
39In The Accountants’ Journal (of the Philippine Institute of Accountants), Vol. V, 


No. 3, September, 1955, pp. 187-191. 
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to cut down the operating cost in 
maintaining their checking accounts,” 
this writer considers the various types 
of posting procedures in use. He de- 
scribes a method which will cost less, 
yet not “weaken the control of current 
accounts provided there is careful su- 
pervision and the duties of each per- 
son are properly carried out”. 


Oil Industry 


J. R. Riggs, of Chicago, Illinois, a 
systems and procedures accountant 
specializing in oil industry practices, 
writes on “Stock Control in the Oil 
Industry” in The Certified Public Ac- 
countant (bulletin of the Oklahoma 
Society of CPAs)*. He notes the 
challenge posed by the development 
and administration of an adequate 
stock control program for the indus- 
try, whose principal products are sub- 
ject to variation in volume because of 
evaporation; and whose products tend 
to spill, and “to find the weak spots 
in the storage facilities.” 

Mr. Riggs discusses the paucity of 
information concerning comparisons 
of stock losses among companies; of- 
fers his “limited data” as a basis for 
comparison of such losses. 

Although the paper deals only with 
“bulk distributing facilities in the mar- 
keting division” its author notes that 
“many of the problems and solutions 
are common to all phases of the oil 
business.” In consequence, he suggests 
the usability of the material by those 
interested in stock control problems in 
the producing and refining branches. 


Natural Business Year 


The American Institute of Account- 
ants’ Natural Business Year Commit- 
tee has prepared a revised list of sug- 
gested year-end closing dates.*! The 
list covers both manufacturing and 
non-manufacturing organizations, the 
former running from manufacturers 





40 Vol. 10, No. 10-11, April-May, 1955, pp. 
41 1955. 
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of agricultural implements and ma- 
chinery through the alphabet to manu- 
facturers of (electrical) wiring de- 
vices. The non-manufacturing firms 
are divided into groups under the sub- 
divisions: agricultural; retail trade; 
transportation, service, and miscellan- 
eous; and wholesale trade. The agri- 
cultural group covers the areas from 
cotton plantations to real estate hold- 
ing companies; the retail trade: from 
apparel and clothing dealers through 
dealers in toys; the transportation, 
service and miscellaneous group: from 
outdoor advertising through wharfs; 
and the wholesale trade group: from 
dealers in automotive accessories 
through those who deal in wrapping 
supplies. 

In all approximately 200 types of 
business are covered. 

The Committee cautions that the 
list “should not be applied inflexibly”, 
since “it is intended to show the ap- 
proximate ending of the natural busi- 
ness year for each trade or industry.” 

It is also reported in an Institute 
news release dated September 14, 
1955, that there is indication of a 
trend toward the use of such natural 
business years rather than calendar 
years, the Internal Revenue Service 
being cited as reporting that “40.2% 
of active corporations were using non- 
calendar fiscal years in 1952... com- 
pared with only 15.2% in 1934.” 

The American Institute of Account- 
ants offers, without charge, a list of 
suggested fiscal closing dates as well as 
a pamphlet describing the advantages 
of natural business years. The Insti- 
tute’s address is 270 Madison Avenue, 
New York 16, New York. 


Incentive Compensation for 
Indirect Workers 


Ivor B. Cooke, director and general 
manager, Hopkinson Electric Co., 
Ltd., of Cardiff, delivered a paper on 


1 Ff: 
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the subject, “An Alternative to Piece- 
Work,” before the Sixth Residential 
Summer School of the Institute of 
Cost and Works Accountants at 
Balliol College, Oxford, last Sum- 
mer.*” 

He described the system employed 
by his company, and since put into 
effect in a number of other factories 
in the same vicinity, to “attract and 
keep indirect workers” in the laborer, 
crane-driver and other classes to “per- 
suade them to perform their duties 
with a reasonable degree of activity.” 

The company worked out a merit 
system based on a point rating. Under 
this system the following characteris- 
tics were each given a weighting of 20 
points: “sense of responsibility; out- 
put ...; initiative; co-operation; gen- 
eral shop discipline.” 

The system was later extended to 
“direct workers”. Here the point sys- 
tem was as follows: craftsmanship, 
40; output, 40; scope and experience, 
20. A similar system was set up for 
foremen and assistant foremen. 


Transit Lines 


Do you audit any transit companies 
—bus lines, street car lines, subways? 
W. M. Ransome, Assistant Treasurer, 
Dallas Transit Company, Dallas, 
Texas, has written a most interesting 
paper on “Passenger Revenue Ac- 
counting for a Transit Company” for 
the N.A.C.A. Bulletin.*® He shows 
how to streamline the revenue account- 
ing for such companies; reports how 
one can “keep under control the re- 
cording of the flow of fare cash and 
tokens from fare boxes to deposit and 
to reflection in the accounts.” 

Mr. Ransome discusses operator 
runs, fare structure and _ collection 
media; reviews the operators’ and 
cashiers’ procedures and reports; de- 
scribes controls from the fare box 


through the cash deposit; covers rey- 

enue summaries and reports in the 

accounting department. 
The transit line treasurer concludes: 
All mass transportation companies have 
the same general problem which exists in 
Dallas of controlling, auditing, and sum- 
marizing passenger revenues. Our pro- 
cedure .. . for a manual operation, .. . 
offers several innovations which hold the 
cost of the work performed to a minimum 
yet retain the necessary elements for 
proper cash control and furnishes infor- 
mation desired by management. 


Estate Planning 


Wayne Hea, CPA and attorney, of 
San Francisco, considers the subject, 
“Estate Planning for a Man of Mo- 
dest Means”, in The California Certi- 
fied Public Accountant.** 

For three reasons, he observes, a 
man of modest means needs an estate 
plan: 1. Intelligent estate planning 
“creates” additional property for bene- 
ficiaries; 2. In the absence of such 
plan (including a written will) “your 
property, in all probability, will not go 
in the amounts, manner and to the 
beneficiaries whom you desire it to go 
to at your demise; 3. Without such 
plan, more money will be spent for 
death and income taxes than is neces- 
sary. 

Mr. Hea defines an estate plan. It 
is “nothing more than a judicious ar- 
rangement of your property and af- 
fairs in such a way as to provide that 
at your death your beneficiaries shall 
receive your property in a manner 
which will benefit them most and that 
arrangements concerning such prop- 
erty have been previously made so 
that it will pass to them with the least 
loss in value and at the least expense.” 
Thus there is more involved than 
“mere consideration of taxes” which, 
though important, is not “controlling”. 

The writer explains how an estate 

plan “creates” additional property; 


42 The Accountant, Vol. CXXXIII, No. 4215, October 1, 1955, p. 402. 
43 Vol. XX XVII, No. 5, January, 1956, Section 1, pp. 634-643. 
44 Vol. XXIII, No. 2, November, 1955, pp. 32-36. 
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this is by eliminating losses which may 
result should forced sales of property 
be necessary after death to obtain cash 
to pay taxes and to meet liabilities and 
other claims. 

A number of “non-tax methods and 
means . . . to achieve the desired re- 
sults” are offered. They are: 1. Main- 
taining the proper amount of life in- 
surance; 2. A business “buy and sell” 
agreement between partners; 3. Stock 
repurchase agreements between em- 
ployees and corporate employers; 4. 
Creating a testamentary trust to oper- 
ate the business after the death of the 
owner; 5. Under appropriate circum- 
stances, operation of the property 
under joint tenancy. 

Mr. Hea indicates why one’s prop- 
erty does not always devolve the way 
the decedent might wish, and offers 
certain tax-saving methods that might 
be used in an estate plan. These in- 
clude the employment of the marital 
deduction; the holding or non-holding 
of property in joint tenancy ; the hold- 
ing of property as community prop- 
erty; the employment: of buy and sell 
agreements between partners; the use 
of stock purchase plans between the 
stockholders and the corporation; 
making gifts during a lifetime, within 
the gift tax exclusion; the creation of 
inter-vivos trusts; and the purchase 
of life insurance. 

He concludes that “an intelligent 
estate plan will secure for the surviv- 
ing family members the maximum 
benefits obtainable from the prior ef- 
forts of the decedent and will greatly 
assist the decedent’s personal repre- 
sentative in the orderly administration 
and probate of his estate. Finally, all 
these desired results can actually be 
obtained without cost, and even at a 
profit to the decedent and his family 
through alert planning.*°” 


Minimum Safeguards 
C. S. Cooper, Fidelity Manager, of 
National Surety Corporation, points 








45 [bid., p. 36. 


46 Vol. 17, No. 6, October, 1955, pp. 10, ff. 
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up “The High Price of Employee Dis- 
honesty,” in The Woman C.P.A.*® 
“Embezzlements,” Mr. Cooper notes, 
“range in amounts from the content 
of a petty cash box up to millions of 
dollars” ; estimates of the annual total 
of employee defalcations range be- 
tween $400 million and $500 million. 


How one embezzler succeeded in 
misappropriating some $385,000 is 
described at length; Mr. Cooper re- 
counts how this man got his start in 
the company from which he stole the 
money, and how the fraud was accom- 
plished. 


“What can business do about it?” 
Install these minimum safeguards, the 
insurance man suggests* : 

1. Purchase of blanket fidelity bond 
covering all employees 

2. At least annually, a C.P.A. audit.... 

3. Internal safeguards such as these: 


a. A single employee should not 
be assigned to handle all phases 
of any financial transaction. 


Countersignature on all checks 
should be required. 


a 


c. The person in charge of the 
stockroom should not take in- 
ventories. 


d. Rigid pre-employment  char- 
acter investigation should be 
made. 


e. Outgoing packages should be 
inspected periodically to verify 
contents and see that they are 
properly recorded and charged. 


f. Control of scrap and damaged 
materials should be exercised. 
The possibility of usable 
goods being taken out as waste 
material should be guarded 
against. 


g. The bookkeeper should not be 
permitted to process invoices 
and statements for payment un- 
til they are approved by the 
proper authority. 


Continued in next issue. 
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Public Accountants Practicing 
In Syracuse, New York, Before 1900 


By THe CoMMITTEE ON History 


Two Syracuse newspapers, The 
Courier and the Syracuse Journal, and 
the classified business section of early 
Syracuse directories rewarded the 
search for information about early 
practitioners of public accounting in 
Syracuse. 

The earliest record found is an item 
which appeared in the July 31, 1861, 
issue of The Courier. It is quoted here 
in full: 


“COLLECTING AND Postinc ACCOUNTS. 


—Persons in need of the services of a 
good collecting firm will find their wants 
supplied by calling on Messrs. 
Wright, or Wm. L. Palmer, who have 
opened a business office in the room 
formerly occupied as the Courier Count- 
ing Room. They will devote their atten- 
tion to the posting of books, collecting of 
accounts, and all other business in their 
line. Zed Wright is well known for his 
abilities as a collector, having been many 
years in the business, and as a “thief 
catcher,” he has no equal hereabouts— 
be he horse thief or burglar. Mr. Palmer 
is a good accountant, and will be chiefly 
engaged in-doors, while Mr. Wright will 
attend to matters that require outside 
attention. His duty will include the pur- 
chase of horses, carriages, buggies, and 
other articles, to be sold on commission. 
He has now several fine horses, well 
matched and gentle, fit for the saddle or 
buggy, together with buggy wagons and 
family carriages. The new collecting 
firm promise satisfaction in every de- 
partment, and we are certain that the 
promise will be redeemed.” 


While the division of duties between 
Mr. Wright and Mr. Palmer is not 





This is the seventeenth in a series 
of articles on the History of Ac- 
counting in the State of New York. 
It was prepared by the Society’s 
Committee on History. 
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entirely clear, since the firm is twice 
described as a “collecting firm,’ it 
seems likely that Mr. Palmer may have 
participated in this activity as well as 
handling the “posting of accounts.” 


An item dated nineteen years later, 
published in the same newspaper on 
January 7, 1880, discloses a closer con- 
centration on books and records. It, 
too, emphasizes the subject’s qualifi- 
cations as a handwriting expert and 
plays up the detection of fraud. It 
reports the removal of Mr. William 
Stevens’ office and describes him as an 
“expert accountant, public auditor, and 
detective of forged handwriting” 


“EXPERT BUSINESS. 


Removal of William Stevens’ General 
Accounting and Auditing Office. 


We desire to inform the readers of the 
Courier that Mr. William Stevens, gen- 
eral and expert accountant, public auditor 
and detective of forged hand writing, 
recently of the firm of Hinman & 
Stevens, has removed his office from the 
Bastable block to apartments directly 
over Kent & Miller’s, No. 20 South 
Salina street, where he will now be 
pleased to welcome any who choose to 
honor him with a call. 


Mr. Stevens is not only well-known 
in this city as an expert at solving ac- 
counts, detecting forged hand writing, 
and in straightening out complicated book 
accounts generally, but his reputation for 
reliability and honest judgment in all 
matters pertaining to his peculiar line of 
business, has extended many miles over 
the state where his services have been 
called into requisition. Mr. Stevens is 
ready at any time to investigate the 
affairs of corporations and firms, detect 
frauds and errors, adjust partnership 
accounts, open or close books, and prop- 
erly look into assignments. He can 
always show the highest references from 
persons for whom important work has 
been done. His long experience is a 
guarantee that he is fully able to unravel 
any knotty business affairs, and he there- 
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Public Accountants Practicing in Syracuse, New York, Before 1900 


fore invites any, desirous of his services, 
to give him a call in his new rooms, No. 
20 South Salina street.” 


After a lapse of sixteen years we 
find an even greater emphasis on ac- 
counting matters, as well as a mention 
of the preparation of financial state- 
ments, although identification of hand- 
writing is mentioned twice in this item 
published November 14, 1896, in the 
Syracuse Journal: 


“ACCOUNTANT. 


Laurence Ww. ‘Myers. 

The profession of the expert account- 
ant is well represented in Syracuse by 
Laurence W. Myers, whose office is in 
the Onondaga County Savings Bank 
building. Mr. Myers is a native of the 
city, and has had a practical experience 
of thirty years, and sixteen years ago 
established a independent business as an 
expert and consulting accountant, and he 
renders efficient service in behalf of cor- 
porations, railways, banks, private firms, 
etc., in the examination of accounts, the 
preparation of statements and all kinds 
of expert accountants’ work, also in in- 
vestigation in connection with work for 
the courts and is constantly employ ed as 
an expert witness in regard to penman- 
ship as well as accounts, and identified 
with prominent cases. One of the fore- 
most of these with which he has been 
identified was the Wilkinson bank case 
in 1884 and 1885 in which $500,000 was 
involved. He is constantly employed in 
cases involving the questions of account- 
ing and penmanship in local courts and 
also throughout New York and other 
States.” 

There was no apparent reason for the 
publication of this item. It may have 
been a news item or perhaps a paid 
advertisement. 

The earliest Syracuse directory in 
which accountants were listed in the 
classified business section is that for 
the year 1875. The persons men- 
tioned in this directory and subsequent 
ones through 1900 are as follows: 

Times 


Listed Name 


3 Barker, 
Frederick W. 
3 Barker, 
Henry M. 
24 Gardner, 


1956 


Nears 


1877, 1878, 1879. 
1892, 1893, 1894. 
1875; 1878 to 


George J. 1900. 

2 Hinman, 1879, 1880. 
James H. 

20 Mann, 1877 to 1881; 
R. DeWitt (later 1886 to 1900. 

a CPA) 

1 Markell, 1880. 
John S. 

19 Myers, 1882 to 1900. 


Laurence W. 
3 Stevens, 
Williams 


1878, 1879, 1880. 


Three of these men stand out as being 
permanently in public accounting prac- 
tice. Of the others, [Frederick W. 
Barker was prominent later in local 
banking for many years as president 
of the Syracuse Savings Bank. One of 
the newspaper articles previously 
quoted was about William Stevens and 
was dated early in 1880, but his name 
did not appear as an accountant in the 
classified section of any of the later 
directories. Mr. Gardner was listed in 
the earliest city directory on file in 
the Syracuse Public Library, that of 
1851, as a teller at the Onondaga 
County Bank. 


George J. Gardner was an account- 
ant whose interests took him into many 
fields: and made him an outstanding 
person in his community. He appar- 
ently practiced public accounting con- 
tinuously from 1875 to 1896, at which 
time his listing in the classified section 
was discontinued. His name appears 
afterward, as an accountant, in the 
general section of the directories until 
his death, July 17, 1902, at the age of 
eighty-four. Mr. Gardner was born 
in Boston, Massachusetts, in 1818. In 
1826, his family moved to New York 
City, where he attended Public School 
No. 2 on Henry Street. This was the 
only mention of his schooling. In 
1829 he moved to Syracuse. His busi- 
ness activities from that time were so 
numerous that they are presented 
the form of a list: 

1829-31 Learned business of printer; 
printers “devil” on first paper 
in Syracuse ; delivered papers 
once a week on horseback. 
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1831-41 Clerk in bookstore. 
1841-43 Owner of same bookstore. 
1843 Bookkeeper in 
County Bank. 
1843-60 In banking. 
1848 Appointed Notary Public. 
1861-66 Assistant Postmaster. 
1866-72 Secretary, New York Life 
Insurance Company. 
1872-1902 Public Accountant. 
He married Phoebe A. Teall in August 
1843 and they adopted three daughters. 
That he was as active in the life of his 
community as he was in business is 
demonstrated by the following list of 
achievements : 


Onondaga 


Volunteer fireman 

Lieutenant in old 149th Regiment 

Twice Supervisor 

Three times Alderman 

Member of Board of Health 

Twice Member of Board of Edu- 
cation 

Member of first literary society or- 
ganized in Syracuse 

One of founders of Franklin Insti- 
tute in 1850; President in 1856 

One of “corporators” of Genesee 
and Water Street Railroad Com- 
pany in 1865 

One of “corporators” of Trust and 
Deposit Company of Onondaga 

Treasurer of Episcopal Diocese of 
Central New York for many years 

Member of Odd Fellows for sixty 
years; Grand Master of Grand 
Lodge of New York State 

Member of Masonic organizations 
for forty-six years; Thirty-third 
degree Mason 

Collector of curios 


At the time of his death, a six-inch 
two-column picture and three full 
columns describing his life and activi- 
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ties appeared in the Evening Herald, 
followed next day by an editorial. 
Obviously Mr. Gardner was an early 
exponent of the idea that an account- 
ant should enter fully into community 
service. 


R. DeWitt Mann is the only one 
of those listed who was found to have 
become a CPA. He is listed in the 
Ten-Year Book of the New York 
State Society of CPA’s as_ holding 
certificate No. 77, and as having been 
admitted to the Society in March, 1898. 
His name appears as an accountant 
continuously in the classified section 
of the directories from 1877 to 1917. 
From 1918 to 1920, he is listed in the 
general section of the directories as an 
accountant. He died January 29, 1920, 
at the age of eighty. Mr. Mann was 
probably born in Poughkeepsie, New 
York, in July, 1839, and is believed to 
have received a high school education 
there. He moved to Farmer Village 
(later Interlaken), New York, where 
he owned and operated a general store. 
In 1871, he came to Syracuse with the 
newly organized Syracuse and North- 
ern Railroad Company. In the 1875 
directory he is listed as cashier and 
general passenger agent of this com- 
pany. Mr. Mann was secretary of the 
Masonic Relief Association of Central 
New York for several years. During 
the period when he was in_ public 
accounting he either audited or kept 
books of the City of Syracuse for 
many years. 


Much of this information was ob- 
tained from his son, Henry D. Mann, 
who in 1955, at the age of eighty-nine, 
was still doing some public accounting 
work. Henry Mann did not immedi- 
ately follow in his father’s footsteps, 
but started his own practice in 1920. 

The following quarter-page adver- 
tisement for R. DeWitt Mann ap- 
peared in the city directory for the 
year 1900: 
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R. DEWITT MANN, 
Eraminer of Disputed PFpand Uritings, 
Certified Public Accountant, 


328 Kirk Building, 


: SYRACUSE, N. Y. 


Member of National and State Societies Certified Public Accountants. 


Apparently he regarded his ability as 
a handwriting expert as more impor- 
tant than possession of the CPA ce1- 
tificate. 

Of Laurence W. Myers very little 
has been found, other than that he 
was continuously in public practice 
from 1882 until his death on May 16, 
1901, at the age of sixty. The next 
day the following editorial appeared 
in the “Syracuse Journal” : 

“Laurence W. Myers who died 

yesterday was widely known by the 

business men of Syracuse. As an 
expert accountant there was’ none 
better in this country.” 


From these articles and biographi- 
cal sketches it appears that public ac- 


counting in Syracuse before 1900 in- 
cluded such things as_ collecting 
accounts, posting books, and examin- 
ing disputed handwritings, which seem 
to have little to do with an expression 
of opinion on financial statements or 
preparation of income tax returns. 
The development of the profession 
from those years to 1955 has been 
remarkable. 


Attention is called to the fact that 
of the three outstanding public ac- 
countants, only one was active in 
community affairs. It is especially 
significant that biographical material 
concerning this one is almost un- 
limited, while as to the others it is 
very sparse. 


LAW» 


1956 


185 








Opinion of Counsel 
Regarding 
Treasury Department Circular 230 


The Treasury Department’s official interpretation of the rules and regula- 
tions regarding practice before it, as set forth in Section 10.2 of Circular 230, 
was promulgated by the Secretary of the Treasury on January 30, 1956, and 
is of the greatest significance. It seems appropriate to afford our members an 
opportunity to review without delay the opinion of our counsel as to the 
permissible scope of practice before the Treasury Department by enrolled 
agents. Counsel’s opinion is set forth in full, below. 


Harotp R. CAFrryNn 
President 


CAHILL, GORDON, REINDEL & OHL 
S1xty-THREE WALL STREET 
New York 5, N. Y. 


February 21, 1956. 


The New York State Society 

of Certified Public Accountants, 

677 Fifth Avenue, 

New York 22, N. Y. 

Attention: Harold R. Caffyn, President. 
Dear Sirs: 

You have asked our opinion as to the permissible scope of practice before 
the Treasury Department by enrolled agents under Treasury Department Cir- 
cular 230 and the official Interpretation of Section 10.2 thereof promulgated 
by the Secretary of the Treasury January 30, 1956. 


The Secretary of the Treasury has been given the power by 
Congress to regulate fully practice before the Department. 

The Secretary of the Treasury has been expressly authorized by Congress 
to prescribe rules and regulations governing the recognition of “‘agents, attorneys, 
or other persons representing claimants before his Department .. .” 5 U.S.C, 
§261. This statute constitutes a valid delegation of power by Congress to the 
head of an executive department. Goldsmith v. United States Board of Tax 
Appeals, 270 U.S. 117 (1926). 

To the extent that the Secretary prescribes regulations governing practice 
before his Department, such regulations preempt the field. Under the Supremacy 
Clause of the Constitution, they supersede any state law which might have been 
applicable to the activities governed by the regulations if the regulations had 
not been issued. United States Constitution, Article VI; Auerbacher v. Wood, 
139 N.J. Eq. 599, 53 A. 2d 800 (Ch. 1947), aff'd, 142 N.J. Eq. 484, 59 A. 
2d 863 (Ct. Err. & App. 1948). DePass v. B. Harris Wool Co., 346 Mo. 1038, 
144 S.W. 2d 146 (1940). 
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Varying interpretations of Treasury Circular 230 had raised 

sonie question as to whether the Secretary had fully ex- 

ercised the power to regulate the scope of practice before the 
Department. 


The Secretary of the Treasury has issued regulations governing practice 
before the Department and these are set forth in Treasury Department Circular 
No. 230. 31 C. F. R., Subtitle A, Part 10. The scope of the practice thus 
regulated is dealt with in Section 10.2 of these regulations, particularly in 
subsections 10.2(b) and 10.2(f). 


Subsections 10.2(b) and 10.2(f) read as follows: 


10.2(b) “Practice before the Treasury Department shall be deemed to comprehend 
all matters connected with the presentation of a client’s interests to the Treasury 
Department, including the preparation and filing of necessary written documents, and 
correspondence with the Treasury Department relative to such interests. Unless other- 
wise stated the term ‘Treasury Department’ as used in this paragraph and elsewhere 
in this part includes any division, branch, bureau, office, or unit of the Treasury 
Department, whether in Washington or in the field, and any officer or employee of any 
such division, branch, bureau, office, or unit.” 

10.2(£) “Rights and duties of agents. An agent enrolled before the Treasury 
Department shall have the same rights, powers, and privileges and be subject to the 
same duties as an enrolled attorney: Provided, That an enrolled agent shall not have 
the privilege of drafting or preparing any written instrument by which title to real 
or personal property may be conveyed or transferred for the purpose of affecting 
Federal taxes, nor shall such enrolled agent advise a client as to the legal sufficiency of 
such an instrument or its legal effect upon the Federal taxes of such client: And pro- 
vided further, That nothing in the regulations in this part shall be construed as author- 
izing persons not members of the bar to practice law.” 


While the second proviso of subsection 10.2(f) has long been part of the 
regulations, it received virtually no attention or comment until relatively recently, 
although one court during this early period did uphold the right of accountants 
to practice fully before the Treasury Department. Richter v. Moon, (Pa. Ct. 
of Cm. P. 1939) 74, Journal of Accountancy 470. In this earlier period, at 
least one Bar Association spokesman interpreted this proviso as having the 
effect only of prohibiting enrolled agents who were not members of the bar 
from holding themselves out as attorneys by virtue of their authorization to 
practice before the Department. He stated that the proviso did not limit in 
any way the scope of practice permitted to enrolled agents by the regulation. 
Julius Henry Cohen, 9 ICC, Practitioners’ Journal 874. 

More recently, Section 10.2(f) and, in particular, the second proviso of 
that section has been considered and interpreted for the first time by a state court. 
In Agran v. Shapiro, 127 Cal. App. 2d 807, 273 P. 2d 619 (1954) the Superior 
Court of California held that this second proviso constituted a “disavowal” by 
the Secretary of the Treasury of any intention to authorize enrolled agents to 
engage in activities which might constitute the unauthorized practice of law 
in the particular state in which they took place. In effect, the Court held that 
the scope of practice authorized by the regulations was, by the terms of the 
regulations themselves, limited by the state law of unauthorized practice of law 
of the various states in which representation of clients before the Treasury 
Department was carried on by enrolled agents. 

On the other hand, more recently the Supreme Court of Georgia upheld 
the claim of an enrolled agent for a fee for services consisting of the representa- 
tion of his client before the Treasury Department on the ground that under 
the regulations of the Department he was authorized to practice there. Irwin v. 
Young, 90 S.E. 2d 22 (1955). 
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In New York the courts have had no occasion to deal specifically with the 
interpretation of any of the provisions of Circular 230. In the famous Bercu 
case the Appellate Division noted but avoided the problem by having the decree 
against Bercu provide that it did not enjoin him from doing anything that he 
was entitled to do by virtue of his enrollment to practice before the Treasury 
Department. In other cases New York courts have upheld claims of accountants 
for services consisting of the representation of their clients before the Treasury 
Department without any discussion of the point. Anchin, Block & Anchin vy. 
Pennsylvania Coal & Coke Company, 308 N.Y. 985, 127 N.E. 2d 842 (1955). 
Cf. Joseph v. Knee, 125 N.Y.L.J. 1747, App. Term, 2d Dep’t, (May 11, 1951). 


The Treasury Department’s Interpretation of Circular 230 

published January 30, 1956, makes it clear that in Circular 230 

the Secretary intended to and.did exercise fully his power to 
regulate the scope of practice before the Department. 

The Secretary of the Treasury has now issued an Interpretation of the 
rules and regulations relating to practice set forth in Circular 230 which is 
directed specifically to Section 10.2 of the Circular. 

The Interpretation calls attention to the provisions of Section 10.2(b) 
which state that the scope of practice (of agents, as well as attorneys) before 
the Department comprehends “all matters connected with the presentation of 
a client’s interest to the Treasury Department.” The Interpretation goes on to 
note that enrollees “whether agents or attorneys” had been “satisfactorily fully 
representing clients before the Department for many years.” The Interpretation 
states that the Department believes this to have been beneficial to taxpayers and 
to the Government and that “there presently appears no reason why the present 
scope and type of practice should not continue as it has in the past.” 

The Interpretation then goes on to state that the attention of the Department 
has been called to “the decisions of certain State courts and to statements which 
suggest varying interpretations of §10.2(f) of the Circular.” 

The Interpretation summarizes the provisions of Section 10.2(f), including 
the second proviso of that section. It then goes on to state as follows: 

“The uniform interpretation and administration of this and other sections of 
Circular 230 by the Department are essential to the proper discharge of the above 
responsibility imposed on it by the Congress. 

“Tt is not the intention of the Department that this second proviso should be 
interpreted as an election by the Department not to exercise fully its responsibility to 
determine the proper scope of practice by enrolled agents and attorneys before the 
Department.” 

This statement constitutes the clearest possible statement of the intention 
of the Secretary of the Treasury to preempt control over the determination of 
the scope of practice before the Department by enrolled agents—and by enrolled 
attorneys as well. Since the Secretary is the officer to whom Congress has 
delegated the power to regulate practice before the Department, his official 
statement as to the meaning of the regulations he has published is conclusive. 

It follows that the Secretary, by the regulations governing practice contained 
in Circular 230, has preempted wholly the matter of determining the proper 
scope of practice before the Treasury Department by enrolled persons. This 
being so, it follows as a matter of constitutional law that no state has the power 
through its courts, or otherwise, to modify, limit or otherwise determine the 
proper scope of practice before the Treasury Department whether by enrolled 
agents or enrolled attorneys. Cf. Selling v. Radford, 243 U.S. 46 (1917), and 


authorities cited supra. 
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This does not mean that there are no limitations whatever upon the scope 
of practice by enrolled agents or by enrolled attorneys before the Treasury 
Department. It simply means that the scope of such practice is not subject to 
limitations imposed by state courts applying state unauthorized practice of law 
statutes or principles or for that matter, state statutes prohibiting the practice 
of accounting by unlicensed persons. 

The Interpretation makes it clear that the Department contemplates that 
in certain situations enrolled agents and enrolled attorneys should obtain the 
assistance of a member of the other profession. At the present time the 
Department has not attempted to determine or define these situations. Instead, 
it has, as the Interpretation notes, “properly placed” the responsibility for 
making this determination in any specific situation “on its enrolled agents and 
enrolled attorneys.” 

In this connection the Interpretation draws attention to the provisions of 
Section 10.2(z) which require enrolled attorneys to “observe the canons of 
ethics of the American Bar Association and enrolled agents must observe the 
ethical standards of the accounting profession.” Also, in this connection, the 
Department in the Interpretation notes with gratification the extent to which 
the two professions over ‘the years have made progress toward “mutual under- 
standing of the proper sphere of each, as exemplified in the Joint Statement of 
Principles Relating to Practice in the Field of Federal Taxation.” 

The Interpretation closes on a somewhat admonitory note. The Depart- 
ment states that the question of Treasury practice will be kept under surveillance. 
If it is found at any time that the professional responsibilities of enrolled agents 
or enrolled attorneys are not being properly carried out or that enrolled agents 
and enrolled attorneys are not “respecting the appropriate fields of each” in 
accordance with the.Statement of Principles then, the Interpretation states, the 
matter can be reviewed to determine whether it is necessary to amend the pro- 
visions of the Circular or “take other appropriate action.” 


The Interpretation makes it clear that Circular 230 is not 
intended to affect practice by accountants or lawyers in any 
part of the tax field other than Treasury practice. 


The Interpretation makes it clear that the Department does not regard 
itself as having either the responsibility or the authority to regulate the profes- 
sional activities of lawyers and accountants “beyond the scope of their practice 
before the Department as defined in Section 10.2(b).” 

In short, Circular 230 and the recently published Interpretation of the 
Circular deal only with practice before the Treasury Department and not with 
any other aspect of Federal tax practice. 

Yours very truly, 
CAHILL, GorDON, REINDEL & OHL, 
By /s/ Mathias F. Correa 
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New York State Tax Forum 





Conducted by BENJAMIN Harrow, C.P.A. 


Charitable Contributions—Effect of 
Federal Limitations on Franchise 
Tax 


Under the 1954 Internal Revenue 
Code! total deductions for charitable 
contributions and gifts in the case of 
corporations may not exceed 5% of 
the taxable income before the contrib- 
utions. This limitation is not affected 
by a net operating loss carryback, 
which means that the charitable de- 
duction is not reduced because of the 
carryback. 

The Code also provides that con- 
tributions in excess of the amount de- 
ductible may be carried over for two 
succeeding years. A net operating 
loss carryforward will affect the limi- 
tation for the deduction, thus reducing 
the charitable deduction. 

One basis for the franchise tax is 
entire net income, which presumably 
is the same as entire net income which 





3ENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Presi- 
dent of the Society. He is a past 
Chairman of the Committee on 
Publications and of the Committee 
on State Taxation. He is also a 
member of the Institute’s Commit- 
tee on Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 











1Sec. 170(b) (2) (A) & (C). 


the corporation is required to report 
to the Treasury Department with cer- 
tain enumerated exceptions in the na- 
ture of exclusions and inclusions. lor 
example, net operating losses of other 
years which were deducted in comput- 
ing federal net income are added back 
to federal net income. 

Since the carryover of excess con- 
tributions for two succeeding years is 
not included in the enumerated excep- 
tions to entire net income as the basis 
for the franchise tax, this provision in 
the Code will be recognized under the 
franchise tax law. Since the net op- 
erating loss is eliminated in determin- 
ing entire net income, any limitation of 
the charitable deduction related to it 
may in our opinion be disregarded for 
franchise tax purposes. For example, 
suppose federal net income is $10,000 
before a net operating loss deduction 
of $2,000. Under the Code the char- 
itable deduction would be $400 (5% 
of $8,000). For franchise tax pur- 
poses, the deduction would be $500 
(5% of $10,000). 


Nonresident Deductions 


In a recent case? a nonresident ques- 
tioned the right cf New York to al- 
low a nonresident deductions only to 
the extent that they are connected with 
income arising from taxable sources 
within the State. The taxpayer argued 
that this was a discrimination against 
nonresidents and unconstitutional. 

A resident is taxed on income from 
all sources and, for that reason, may 
deduct losses and expenses sustained 
outside the State. The nonresident is 
not taxed on any income from sources 
outside New York. It is “obviously 


2 Goodwin v. State Tax Commission; App. Div., 3rd Dept., November 16, 1955. 
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proper, in determining the net income 
of a nonresident to limit the deductions 
to expenses which are connected with 
gross income derived from sources 
within the taxing state... .” 

The taxpayer felt that he should be 
allowed to deduct real estate taxes on 
his home in New Jersey, interest on 
the mortgage on his home, medical ex- 
penses in excess of 5% of his net in- 
come, and life insurance premiums in 
the amount of $150, all of which ex- 
penses are allowed to a resident. The 
court held that the limitation on the 
deductions to a nonresident was valid 
and not discriminatory. 


Taxation of Partnerships 


In the January issue® of the Tax 
Forum we made the statement that 
under the income tax law a partner- 
ship is not subject to tax. One of our 
members calls our attention to the fact 
that a partnership is subject to tax un- 
der the unincorporated business tax 
law. That of course is correct, but 
so was our statement. The income tax 
law (Article 16) and the unincor- 
porated business tax law (Article 16A) 
are two separate laws. Under Article 
16 a partnership as an entity is not 
subject to tax; under Article 16A it 
is subject to tax. Section 364 of Arti- 
cle 16 reads: 

“Individuals carrying on business in 

partnerships shall be liable for income tax 

only in their individual capacity.” 


Section 364 of the law also says: 


“Taxpayers who are members of part- 
nerships may be required by the Tax 
Commission to make a return stating the 
gross receipts and net gains or profits of 
the partnership for any taxable year.” 

That is in the nature of an informa- 
tion return which enables the Com- 
mission to see how the taxpayer has 
determined his distributive share of 
partnership income, the income upon 
which the individual partners are 


3Vol. XXVI, No. 1, January, 1956. 
4 Art. 411. 
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taxed. It should be noted that the in- 
dividual partners are taxed on their 
distributive shares “whether distribu- 
ted or not” and that is so even though 
the partners are reporting income on 
a cash basis. 

A resident member of a partnership 
is taxed on his full distributive share 
of partnership profits even though the 
partnership does no business within 
the State and derives no income from 
New York sources. 

The unincorporated business tax is 
a special tax on the carrying on of 
business in an unincorporated form. 
It, too, is an income tax, which is in 
addition to the personal income tax 
under Article 16. Under this tax a 
partnership is a taxable entity. Since 
the tax is on business carried on within 
the State, the partnership is taxed on 
an allocated basis if it carries on busi- 
ness within and without the State. The 
right to an allocation is not automatic 
merely because the activities of a part- 
nership involve more than one state. 
As early as 1936, the Tax Commis- 
sion ruled that the unincorporated 
business is entitled to an allocation 
only when it maintains places of busi- 
ness within and without the State. 

What constitutes a place of business 
without the State is not spelled out 
either in the unincorporated business 
tax law or in the official questions and 
answers that take the place of regula- 
tions. Presumably the regulations un- 
der Article 9A of the franchise tax 
law must be a guide as to the answer to 
the question. These regulations‘ state 
that any bona fide office, warehouse or 
other space regularly used by a tax- 
payer in carrying on its business con- 
stitutes a regular place of business en- 
titling the taxpayer to an allocation. If 
property is stored in a public ware- 
house until it is shipped to customers 
the warehouse is considered a regular 
place of business. If “as a regular 
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course of business raw materials or 
partially finished goods are delivered 
to an independent contractor to be con- 
verted, processed, finished or improved 
and the finished goods remain in the 
possession of the independent contrac- 
tor until shipped to customers, the 
plant of such independent contractor 
is considered a regular place of busi- 
ness of the taxpayer.” 

Under the franchise tax law the allo- 
cation of sales under the receipts fac- 
tor would not be available unless the 
taxpayer had in addition to a regular 
place of business a permanent and con- 
tinuous place of business. That means 
the taxpayer must have “a bona fide 
office . . . factory, warehouse or other 
space outside New York, at which the 
taxpayer is doing business in its own 
name in a regular and systematic man- 
ner, and which is continuously main- 
tained, occupied and used by the tax- 
payer in carrying on its business 
through its regular employees regu- 
larly in attendance.”® Under the un- 
incorporated business tax law a full 
allocation would probably be permit- 
ted only on the basis of a permanent 
and continuous place of business. 


Bills Pending in the 1956 Legislature 

A number of tax bills have recently 
been introduced in both houses of the 
New York State Legislature. With 
the caveat that they have not yet been 
enacted into law, a few of them will 
now be briefly discussed: 

General Tax Reduction: A Senate 
bill provides for a 10% reduction in 
taxes, applicable to returns filed for 
the calendar year 1955 and for fiscal 
years ending in 1956. Governor Harri- 
man has proposed a tax reduction of 
$5. for each exemption. 

Personal Exemption: An Assembly 
bill would allow an additional exemp- 
tion of $1,000 for a taxpayer or his 
spouse who has reached the age of 65. 
An additional exemption of $1,000 
would be allowed if a taxpayer is blind. 


5 Reg. 9A, Art. 413(2). 
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Income Attributable to Several Tax- 
able Years: A bill that is intended to 
conform the State tax law to the pro- 
visions of the sections of the federal 
Code dealing with compensation for 
services covering a period of 36 months 
or more has been referred to the Ways 
and Means Committee of the As- 
sembly. The treatment will apply also 
to income from an invention or artis- 
tic work and to income from back pay. 

Until now there has been no similar 
provision in the State law. If the bill 
is enacted into law, it will apply to 
every taxpayer for the calendar year 
1955 and for fiscal years ending dur- 
ing 1956. 

Deductions for Wives Gainfully Em- 
ployed Outside the Home: One bill 
would allow as a deduction all ex- 
penses up to $500 incurred for the 
care of minor children under 16, where 
the wife of a taxpayer is employed 
outside the home and where the com- 
bined income of husband and wife does 
not exceed $6,000. In general, the bill 
follows the pattern of Section 214 of 
the 1954 Internal Revenue Code, but it 
differs from the latter in several par- 
ticulars. The act would be applicable 
to taxable years beginning after De- 
cember 31, 1955. 

Another bill would allow a deduc- 
tion up to $1,500 for child care ex- 
penditures in the case of widows and 
widowers, or to a taxpayer not living 
with his spouse. 

Deduction for Medical Expenses: 
A bill introduced in the Assembly 
would remove the present floor of 
5% of net income in the case of per- 
sons who are blind or have reached 
the age of 65 before the close of the 
taxable year. The maximum deduc- 
tion would be increased from $1,500 
to $2,500 on a joint return or on the 
return of a head of a household. On 
a separate return the deduction would 
be increased from $750 to $1,250. The 
act would apply to taxable years begin- 
ning after December 31, 1955. 
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A Senate bill would eliminate the 
5% floor if either the husband or wife 
is 65. In the case of dependents the 
5% floor would remain. The maxi- 
mum deduction would be $2,500 plus 
$1,250 for each dependent, with an 
overall maximum of $5,000. The maxi- 
mum deduction for a head of a family 
would be $2,500, and for other indi- 
viduals it would be $1,250. 

Still another bill would reduce the 
5% floor to 3%, and the maximum to 
$2,500 for husband and wife or head 
of a family and $1,500 for all other in- 
dividuals. 

One bill would allow as a medical 
expense to physically handicapped per- 
sons special transportation expenses 
incurred for the purpose of traveling 
to and from a place of gainful em- 
ployment. 

Premiums Paid on Life Insurance 
and Annuities: Under the present law 
such premiums are deductible from 
gross income up to $150. A bill has 
been introduced in the Assembly that 
would increase the maximum deduc- 
tion to 15% of net income. 

There is no similar provision in the 
Internal Revenue Code. 

Payments to a Restricted Retire- 
ment Fund: <A bill has been intro- 
duced providing for the allowable de- 
duction of payments made to a restric- 
ted retirement fund. The deduction 
would be limited to the lesser of 10% 
of earned net income or $5,000. ~ 

A restricted retirement fund is de- 
fined as “a trust forming part of a 
retirement plan set up by a bona fide 
agricultural, labor, business, industrial 
or professional association . . . for 
the exclusive benefit of its participat- 
ing members for the purpose of dis- 
tributing to such members or their 
beneficiaries the corpus, profits and 
earnings of the trust accumulated 
...” by it in accordance with the plan. 

Under the bill the interest of a par- 
ticipating member could not be dis- 
tributed to him before the age of 60. 
It could then be distributed in a lump 
sum, in annual instalments, or by the 
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purchase of a single premium non- 
commutable life annuity contract. 

Under the present federal and state 
law professionals and_ self-employed 
persons cannot avail themselves of the 
opportunity of building up a retire- 
ment income under favorable tax con- 
ditions, such as is now available for 
employees. This bill would enable self- 
employed persons and professionals to 
get such tax benefits. The general 
principles are being considered pres- 
ently by the Congress in the Reed- 
Keogh bill. 

Deductions for Taxes: For years 
bills have been offered providing for 
the deduction of income taxes paid to 
the United States. The State Tax 
Commission has always opposed such 
bills for the reason that such a deduc- 
tion would necessitate an increase in 
the tax rates. An Assembly bill just 
introduced would allow a deduction of 
¥Y% of such income taxes. The same 
bill would still disallow income taxes 
paid to other states or to a foreign 
government. 


Deduction for Taxes Paid to Other 
States: A resident may not deduct 
from gross income, income taxes paid 
to another state or foreign government 
on income taxed by the other state or 
foreign government. Thus, the tax on 
dividends from a Canadian corpora- 
tion paid in Canada is not deductible, 
and the resident would be required to 
report the gross amount of the divi- 
dend even though the tax was with- 
held in Canada and the taxpayer re- 
ceived only the net amount of the 
dividend. 


In the past, the State has resisted 
any relaxation with respect to this pro- 
vision in the law. Bills have been in- 
troduced in the present session of the 
Legislature which would allow a credit 
against the tax for such taxes, subject 
to certain limitations and conditions. 

Judging from the past position of 
the Tax Commission, it is quite un- 
likely that it would approve this pro- 
posed change. 


(Continued on page 195) 
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Conducted by Louis H. Rappaport, C.P.A. 


Changes in the Proxy Rules 


The SEC recently announced 
changes in its rules relating to the 
solicitation of proxies. Effective Janu- 
ary 30, 1956, the revised rules are 
applicable, for the most part, to cor- 
porations having securities listed for 
trading on a national securities ex- 
change. The changes in Regulation 
X-14 (which is the SEC regulation 
relating to the solicitation of proxies) 
followed a long series of proposals, 
studies, and hearings, and draw on the 
Commission’s experience in an ex- 
tremely difficult field of corporate 
regulation—particularly where there is 
a contest for control, with opposing 
groups competing for stockholders’ 
proxies. 

The new rules are not of interest 
primarily to public accountants, but 
in announcing their adoption, the SEC 
set at rest the fear of some people that 
the Commission was seeking to control 
the content of reports to stockholders 
and ultimately the financial statements 
contained in such reports. This is a 
matter which does concern public 
accountants, 

For many years, the Commission’s 
proxy regulation has provided, in ef- 
fect, that if proxies were solicited for 
a meeting at which the election of di- 
rectors was to be a matter to be acted 
upon by the stockholders, then an 
annual report to stockholders must ac- 
company or precede the request for a 
proxy. While an annual report in these 
circumstances was not deemed to be 
“proxy soliciting material”, the SEC’s 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s 
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regulation provided that the annual 
report to security holders must con- 
tain such financial statements for the 
last fiscal year as will, in the opinion 
of the management, adequately reflect 
the financial position and results of 
operations of the issuer. Such financial 
statements may be in any form deemed 
suitable by the management. The issuer 
could, however, if it so desired, incor- 
porate any part of the annual report as 
part of its proxy soliciting material by 
specific request that it be so treated. 


In announcing the new rules, the 
Commission said: 


The definition of the terms “solicit” and 
“solicitation” has been amended to make 
it clear that the furnishing of a form of 
proxy or other communication to security 
holders under circumstances reasonably 
calculated to result in the procurement, 
withholding, or revocation of a proxy con- 
stitutes a solicitation within the meaning 
of the rules. Thus, statements made for 
the purpose of inducing security holders 
to give, revoke, or withhold a proxy with 
respect to a matter to be acted upon by 
security holders of an issuer, including an 
election of directors, by any person who 
has solicited or intends to solicit proxies, 
whether or not such statements are ac- 
companied by an express request to give, 
revoke, or withhold a proxy may involve 
a solicitation within the meaning of the 
[proxy] regulation, depending upon the 
particular facts and circumstances. 

There was some concern expressed by 
persons commenting on this aspect of the 
amendments that all semi-annual and 
quarterly reports and other communica- 
tions containing information and comment 
concerning the business of the character 
normally sent to security holders by cor- 
porate management during the course of a 
fiscal year might be deemed to involve 
a solicitation and to be proxy material 
under the revised definition. . . . It is not 
the intention of the Commission and it is 
not the purpose of the amendments to sub- 
ject such communications to the proxy 
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rules. In some situations, for example, 
where a proxy contest continues from one 
year to another, the communications of 
both sides may constitute continuing solici- 
tations which should be subject to the 
standards of the rule. In the ordinary 
case, it is not believed that this matter 
presents any real problem and the Com- 
mission has no desire to require the filing 
of the types of communications normally 
sent to security holders during the year. 
* * * 


For many years, the proxy rules have 
provided that the annual report, a copy 
of which must be furnished to security 
holders, is not deemed to be proxy ma- 
terial. As a result of the Commission’s 








experience in a number of cases, the rules 
have beén amended to provide that if any 
portion of the report is devoted to an 
attack or comment upon an opposition 
solicitation or opposition group, that por- 
tion of the report must be filed as proxy 
material in advance of publication.1 
Insofar as the financial statements in 
the annual report to security holders 
are concerned, it appears that the pres- 
ent revision of the proxy regulation 
has no effect, and the accountant’s posi- 
tion in relation to those statements is 
the same now as it was before the 
revision. 


1Sec. Exch. Act Release No. 5276, Jan. 17, 1956. 
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(Continued from page 193) 


Time for Filing Returns: A Senate 
bill has been referred to the Taxation 
Committee providing that returns shall 
be filed on or before the 15th day of 
the fifth month following the close of 
a fiscal year. For. calendar-year tax- 
payers the return would be due by 


May 15th. 

Federal returns must now be filed 
by April 15th, the same as State re- 
turns. The proposal in the new bill 
would ease the burden of preparing 
two returns and making two payments 
at the same time. 
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Office and Staff Management 





A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 











Conducted by Max Biock, C.P.A. 


Maintenance of Good Personnel Relations 


The importance of the maintenance 
of good staff relations is too obvious 
to require any discussion. But what, 
in a period of social upsurgence, and 
manpower _ shortages, constitutes a 
good program? This, of necessity, 
must vary with the enlightenment of 
the principals and, to an extent, with 
the profitability of the practice. No 
matter how good a program may be, 
there nevertheless will be encountered 
a type of staff member who will never 
be satisfied, or who, if denied one re- 
quest, seemingly forgets all that have 
previously been granted. We simply 
cannot hope to appease that sort of 
person and no suitable program can be 
evolved for him. 


A listing of the major elements of a 
good personnel relations program, as 
gathered from various sources, and 
applicable to small firms as well as 
larger ones, is here submitted: 


1. Administrative policies publicized 

The firm’s administrative policies 
(salary scales, overtime-pay basis, va- 
cations, sick leave, etc.) should be 





Max Brock, C.P.A. (N. Y., Pa.) 
is a former chairman of the 
Committee on Administration of 
Accountants’ Practice of the New 
York State Society of Certified 
Public Accountants. He is a lecturer 
at The City College of New York 
in the graduate course on Account- 
ing Practice. Mr. Block is a mem- 
ber of the firm of Anchin, Block & 
Anchin. 
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made known to the organization, pre- 
ferably in the form of a memo. ‘This 
will eliminate perplexing doubts, make 
for uniformity where desirable, and 
avoid embarrassments. 


2. Recognition 


(a) Staff should have opportunities 
to meet principals. 

(b) Their progress and _ status 
should be made known to them at least 
annually, and, in the lower ranks, at 
more frequent intervals. 

(c) Praise should be offered as 
freely as criticism. 

(d) Some principal, or high ranking 
employee, should hold himself out as 
available to listen to the staff’s griev- 
ances, and to discuss personal prob- 
lems as to which they may seek advice. 


3. Good working conditions 

(a) Adequate, clean, and bright of- 
fice facilities—quiet. 

(b) A small, practical reference li- 
brary for accounting and tax matters 
—books, magazines, and services. 

(c) Minimum Saturday and over- 
time work, 

(d) Travel and overtime work to be 
assigned, where possible, with mini- 
mum hardship to men who take even- 
ing courses or who have family obliga- 
tions. 

(e) Adequate vacation allowances, 
based on years of employment, and at 
times suitable to employees wherever 
their programs permit. 

(f) Some socialization, such as an 
annual office party, party at a princi- 
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pal’s home, summer outing, etc., 
should be arranged. 

(g) A bulletin board, or house or- 
gan, should be used to disseminate 
“personal” information. 

(h) Gifts and/or cards should be 
sent in recognition of birthdays, wed- 
dings, anniversaries, illness, ete. 


4, Compensation 

(a) Base pay should be at a rate 
consistent with the position, ability, 
experience, and age of the employee. 

(b) Increases should be at reason- 
able intervals and should reflect un- 
usual progress. 

(c) Overtime should be compen- 
sated for, or taken into account in de- 
termination of bonuses. 

(d) Bonuses should be paid for 
meritorious services, in recognition of 
loyalty and devotion to the firm, and 
for other worthy reasons. Firms that 
also are able to distribute some portion 
of annual profits, may use the bonus as 
such a medium. 

(e) Adequate allowances, consistent 
with the status of a professional man, 
should be made for travel expenses, 
and for dinner in the event of evening 
work, 


5. Fringe benefits 


(a) Free group hospitalization 
and/or other medical plan. 


(b) Free group life insurance bene- 
fit. 

(c) Payment of part or all of CPA 
society dues. 

(d) Payment of subscription to a 
leading accounting and tax publication, 
unless library copies of such journals 
are efficiently circulated. 

(e) Payment of part or all of the 
tuition fee for advanced college 
courses, if in field related to firm’s 
services or at firm’s request. 


6. High firm standards 


Morale is at a highest level when 
men have a high regard for the stand- 
ards set by the firm. Proper staff 
training and reasonable job rotation 
are phases of a firm’s standards, as 
well as the quality of audit procedures, 
financial statements, and supervision. 

+ aoe 


The foregoing detail, to a large ex- 
tent, is expressed in general terms. 
For specifics, it is suggested that ac- 
countants consult with fellow practi- 
tioners on similar levels, to ascertain 
prevailing practices and to determine 
where improvement should be made 
and to what extent. It should be noted 
that compensation is not necessarily 
the one big factor in staff contentment. 
Intangibles, such as recognition, con- 
geniality, satisfaction with work, and 
prospects for advancement, are only 
slightly less important, if at all. 
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Payroll Tax Notes 





Conducted by SaAMvUEL S. Ress 


Unemployment Insurance 


The writer has been pleased to 
respond to the many requests, received 
from all parts of the State, by members 
of the Society for copies of the new 
brochure “Questions and Answers On 
the New Unemployment Insurance 
Law Changes.” These brochures were 
made available to members of the So- 
ciety and their staffs as a service of 
the Society office and this department. 
As payroll tax materials become avail- 
able in sufficient quantity for distribu- 
tion from time to time, this department 
will endeavor to acquaint the member- 
ship of the Society of their availability, 
through the medium of this column. 
Any readers who have not as yet re- 
ceived copies of the brochure, or who 
have questions on payroll taxes may 
write to: 

Samuel S. Ress, Payro!l Tax Notes 

Editor 

New York Certified Public Ac- 

countant 

2488 Grand Concourse, Room 204A, 

New York 58, New York. 

State Advisory Council 

Annual Report 


The annual report of the State Ad- 
visory Council on Employment and 





SAMUEL S. Ress, an Associate 
Member of our Society since 1936, 
is a member of the New York and 
Massachusetts Bar. He has spe- 
cialized in the payroll tax field since 
the inception of this type of legis- 
lation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on New York 
State Taxation and Chairman of the 
Sub-Committee on Unemployment 
Insurance. 
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Unemployment Insurance for the year 
1955 has been submitted to the Goy- 
ernor and to the Legislature of the 
State of New York. Its contents in- 
clude much information of interest to 
accountants interested in watching the 
developments in the field of unemploy- 
ment insurance. Of special significance 
are the legislative recommendations, 
the Subsidiary Contributions and Gen- 
eral Account status, and Vacation Pay 
Policy sections of the report. About 
one-half of the report deals with un- 
employment insurance experience and 
its contribution rate effects, which have 
resulted in the average contribution 
rate dropping to 1.53 per cent from 2.7 
per cent in 1951.. Over 80,000 firms 
still paid the maximum contribution 
rate of 2.7 per cent while some 25,000 
employers were taxed at the lowest 
rate of one-half of one per cent. It is 
interesting to note that even in those 
industries which have a large volume 
of labor turnover, there is a substantial 
number of firms which have been able 
to control their unemployment insur- 
ance benefit experience with a conse- 
quent low contribution rate, as against 
higher rates paid by competitors who 
have neglected to install an “Unem- 
ployment Insurance Control” system 
along the lines advocated by the writer. 


Benefit Claims of Discharged 
Temporary or Recently-Hired 
Employees 


Since benefits paid to unemployed 
claimants are charged to base-year em- 
ployers of the claimant, with the last 
employer being the first charged with 
the benefits paid to claimant for ex- 
perience rating purposes, it becomes 
important that employers pay careful 
attention to benefit claims of recently 
discharged temporary employees and 
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those employed for a short period of 
time. 

In Appeal Board case #53,567-55 
(decision handed down on February 3, 
1956), it was found that the claimant 
was a bookkeeper-accountant who had 
retiled a claim effective September 5, 
1955. By initial determination he was 
disqualified for 42 days from that date 
for a voluntary leaving of employment 
without good cause. 

The claimant was employed by a 
milk company for 10 weeks to August 
26, 1955 at $85 a week. During the last 
week of his employment, he spoke to 
his office manager about taking two 
weeks leave without pay. The claimant 
was advised that the firm was busy and 
claimant then requested one week. 
Even though the request for leave was 
disapproved, the claimant nevertheless 
went on leave and, during the week 
following the last day of his employ- 
ment, he was discharged by the 
employer. 

The Referee overruled the Industrial 
Commissioner’s determination that the 
claimant had voluntarily left his em- 
ployment without good cause. 

The Appeal Board reversed the de- 
cision of the Referee and sustained the 
imposition of the 42-day disqualifica- 
tion period. The Appeal Board stated 
that the Referee had based his decision 
on the premise that the claimant was 
not warned that if he stayed away he 
would be discharged. Claimant’s desire 
to take a vacation was prompted by 
motives of personal convenience, in 
spite of the fact that it was the em- 
ployer’s busy season. Taking the leave 
under those circumstances was a vol- 
untary quittance without good cause 
and subject to the penalty imposed. 


Benefit Rights During Vacation 
Period 


Another decision of the Appeal 
Board succinctly sets forth the attitude 
of the Division on the payment of 
benefits to claimants during vacation 
periods. In Appeal Board case #53,- 
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790-55, benefits were denied to the 
claimant by the Industrial Commis- 
sioner. The facts and opinion of the 
Appeal Board as set forth in their de- 
cision are as follows: 

The Industrial Commissioner appeals 
from the decision of the referee dated De- 
cember 6, 1955 overruling the initial deter- 
mination of the Out-of-State Resident Office 
holding claimant, a welder, ineligible to re- 
ceive benefits effective July 18 through July 
31, 1955 on the ground that he was un- 
available for employment. 

A hearing was held before the referee at 
which all parties were accorded a full op- 
portunity to be heard; ... 

Based on the record and testimony in this 
case, the Board made the following 
Findings of Fact: We have reviewed the 
evidence adduced at the hearing before the 
referee and find that such evidence supports 
the following findings of fact made by the 
referee: 

Claimant, an aircraft worker, filed a 
claim effective July 18, 1955, in Lock 
Haven, Pennsylvania. By initial determina- 
tion effective July 18 through July 31, 
claimant was ruled ineligible because of 
unavailability for employment. 

Claimant was employed in a plant in 
Lock Haven from January, 1955 to July 
15, 1955. The plant shut down for two 
weeks from July 15 to July 31, inclusive. 

The employer operated a union shop. 
According to the union agreement the 
employer was entitled to shut down for 
two weeks, starting July 18, 1955, and any 
employee entitled to vacation could avail 
themselves of this for vacation purposes, 
if so desired. It was also in the contract 
that employees entitled to vacations could 
take them at a time of their own selection 
upon the giving of 30 days’ notice. Claim- 
ant was not entitled to a vacation because 
he had not worked for this employer long 
enough to be entitled to a vacation. He 
did not ask for a vacation. Claimant was 
not a member of the union. The employer 
availed itself of the clause of the union 
contract in shutting down the plant. 
Claimant received no vacation pay. 

We make the following additional finding 
of fact: The referee overruled the initial 
determination of the local office, from which 
decision the Industrial Commissioner appeals 
to the Board. Claimant was available for 
employment and willing to work during the 
period at issue. 

Opinion: The Board is of the opinion that 
the referee made proper findings of fact and 
correctly determined the issue involved in 
this case 


The pertinent provisions of the collective 
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bargaining agreement between the employer 
herein and the union reads as follows: 


* * * 


13.2. Each person becomes eligible for a 
vacation after his employment anniversary 
date as outlined in 3.3 and his vacation 
must be taken within one (1) year from 
that day, except that an employee having 
five (5) years or more seniority with the 
Company becomes eligible for (1) week’s 
vacation six months after his anniversary 
date. Specified vacations will be granted 
each year at the time most desired by the 
employee, provided that working conditions 
will permit. 

13.4. Requests for vacations must be made 
at least thirty (30) days prior to the date 
of planned departure. 

* * * 


13.8. It is understood and agreed that the 
Company may shut down operations for a 
two-week period during the month of 
July, starting on July 18 in 1955. Em- 
ployees entitled to vacation may avail them- 
selves of this shut down period; however, 
all rights and privileges herein above will 
be continued. 

The theory of the initial determination is 
that claimant was unavailable for employ- 
ment effective July 18 through July 31, 1955 
in that he temporarily withdrew from the 
labor market by virtue of the shutdown of 
the employer’s plant allegedly for vacation 
purposes, pursuant to the union agreement. 


The referee, in ve the determination, 
ruled in effect that the principle of Matter 
of Naylor 306, N.Y. 794, affirming 281 App. 
Div. 721, reversing Appeal Board, 30,727-52 
does not apply to this case. We believe his 
conclusion was correct. 

All of the cases which have reached the 
courts on this subject involved a consent to 
a plant shutdown for vacation purposes, and 
it has been consistently held that a consent 
by the union that an employer’s plant be 
closed for such purpose constituted a tem- 
porary, voluntary withdrawal of the union 
members from the labor market for that 
period. A perusal of the provisions of para- 
graph 13.8 of the bargaining agreement in 
the instant case shows merely a consent that 
the employer may shut down its plant for a 
two-week period in July. Specifically re- 
served to the employees are the right and 
privilege granted in previous provisions of 
the agreement of taking their vacations at 
the times most desired by them upon request 
made 30 days prior to their departure. Thus, 
it affirmatively appears that it was contem- 
plated by the parties that the shutdown of 
July 18 was not for the purpose of vacation. 
Since there is lacking here the essential 
ingredient of a consent to a shutdown for 
vacation purposes, necessary to bring this 
case within the application of the rule of 
the Naylor decision, we hold that there was 
no basis for holding claimant to be un- 
available for employment.” 

Decision: The decision of the referee is 
affirmed. 
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